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ECONOMIC DEVELOPMENTS AFFECTING CREATION 
AND CONSERVATION OF PERSONAL AND CORPORATE CAPITAL 


O. P. A——CORPSE OR ZOMBIE? 


Confusion of Price with Inflation De-Control 


APSE of price control resulting from 
President Truman’s veto of the Price 
Control Extension bill on June 29th has 
resulted in an uncertainty which will 
cause only increased confusion in manu- 
facturing and distributing circles until 
definitive action is taken. It had been 
hoped that the problem would be met by 
an effective decontrol measure, or sub- 
stitution of selective controls on basic 
shortages. Separate legislation for rent 
control, also urged without success, may 
be forced by circumstances. 

While many commodity prices — par- 
ticularly prime cattle and agricultural 
products — have shown increases, these 
have not been so spectacular as was 
loosely predicted by some Administra- 
tion spokesmen. Some prices, such as 
those for hogs, have dropped, and the 
pattern has been irregular and mostly 
moderate. But this is not a “free mar- 
ket” — it is rather one of suspended 
animation with buyers unable to make 
intelligent commitments. 

Already, however, the flow of many com- 
modities has been increased. The main dif- 
ference seems to be that suspension of 
price ceilings has diverted them from black 
markets to legitimate channels. Existence 
of posted ceiling prices has not coincided 
with availability at those prices, so compar- 
isons are often meaningless unless made 
with prices at which the commodity can be 
bought—and that has too often meant the 
black market. 

Not A Decisive Factor 
IMITED price controls on specific basic 
goods are still needed, in the opinion of 
many competent authorities, but the policy 
of our “cabinet government” seems to be 


“all-or-nothing.” President Truman truly 
said (in his veto message on H.R. 6042) 
that the choice was between inflation with 
a statute or without one. Whether O.P.A. 
is rather completely extended, constricted 
or ended, however, is not the decisive factor 
in our inflationary diet. 


The inflation has been built out of war 
costs, government spending and financing 
methods and wage policies. O.P.A. has been 
dealing with effects. Higher prices have 
been disguised, under O.P.A., by subsidies 
(paid for by taxpayers), by diversion to 
black markets and by deterioration of qual- 
ity. We can expect some further increases, 
as higher-cost goods move to dealers’ 
shelves, reflecting wage increases all along 
the line. Federal law cannot repeal the law 
of supply and demand, and unfortunately 
adequate supply cannot be generated in a 
few days, nor under the threat of reim- 
posed ceilings. 

General counsel for the National Associa- 
tion of Retail Grocers confirms the opinion 
that we must face the consequences of. in- 
flationary forces, whether we have O.P.A. 
or not, as it dealt only with the symptoms. 
And Charles O. Hardy, former Washington 
economist and vice president of the Federal 
Reserve Bank of Kansas City, sees no dire 
consequences from absence of price re- 
straints or price supports. which may delay 
restoration of normal supply. 


Test of Self-Control 


MORE insidious result of the inflation- 
ary pressure has been the diversion, 
under broad price control, from good to poor 
quality production and sales, and the handi- 
capping of new production. Another form 
of self-delusion has been created by subsi- 
dies, with the extra cost placed on the public 
as taxpayers. 
Only the forebearance of the public gen- 
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erally has prevented our over-proportionate 
supply of money from blowing the lid off 
and running legitimate producers and deal- 
ers out of business. The only real answer 
to price inflation lies in regenerating pro- 
duction at enough profit to make it worth 
the risk, and in maintaining public confi- 
dence to prevent a run on goods still in short 
supply. 

Certain it is that the next few days or 
weeks until decision is taken will be an im- 
portant test of self-control of the free en- 
terprise system, and equally certain is the 
fact that it will not be a fair test, since the 
uncertainties will preclude normal commit- 
ments and undertakings by producers and 
marketers. Time is necessary to make the 
transition from regulated to competitive 
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operations, just as to convert from war to 
peace goods. 

“Big business” has too much at stake to 
risk antagonizing the public by unjustified 
price rises, just as labor will have to re- 
strain itself from using temporary price 
rises as excuse for increased wages—which 
would only make the price rises permanent. 
Buyer slowdowns can have a beneficial con- 
trolling effect until quality goods that have 
been penalized by ceiling prices find their 
way through production and marketing 
channels in sizeable volume. The question 
is: can we face the facts, or do we prefer 
to kid ourselves with artificial stimulants 
and deferment of the reckoning? Competi- 
tive, full production alone, not legal stop- 
gaps, can make that reckoning easier. 


LIQUID ASSETS AND SAVINGS 


ERSONAL holdings of liquid assets— 

currency, bank deposits, and govern- 
ment securities, excluding amounts held by 
trust funds—reached 130 billion dollars at 
the end of 1945, an increase of 90 billion 
from the end of 1939. These huge resources 
hold the threat of inflation or, in the longer 
view, represent buying power to promote 
economic stability. Therefore, the type of 
holder and “intention of use” is highly 
important in considering the pent-up de- 
mand potential for goods. 

To learn the facts of distribution and 
intended use of these assets, the Bureau of 
Agricultural Economics conducted a sur- 
vey by personal interviews earlier this year, 
preliminary findings of which are reported 
in the Federal Reserve Bulletin for June. 
The report shows that excluding currency 
holdings, which were not ascertainable, the 
top 30 per cent of spending units (family 
pools) held 87 per cent of the 130 billion of 
liquid assets. The next 30 per cent owned 
12 per cent and the bottom 40 per cent had 
only 1 per cent. The study indicates that, 
inasmuch as the top 10 per cent owns 60 
per cent of liquid assets, a reappraisal of 
the pent-up demand for consumer goods 
might be considered, for it is the 90 per 
cent holding 40 per cent of the assets, that 
industry largely expects will furnish the 
outlet for high production. 

More than half of those with bank de- 
posits had no intention of using any of 
their liquid assets this year, except in emer- 
gency ... one-quarter expected to utilize 
part ... the remainder were undecided. As 


for savings bonds, the Bulletin stated, 
“over three-quarters were clear that they 
were not going to redeem any bonds, while 
only 8 per cent definitely intended to use 
them for any purpose. Large holders were 
no more willing to use them than smaller 
holders, but showed more willingness to 
reduce their bank balances than small hold- 
ers.” 

Whatever the intended use, the actual 
existence of large liquid asset holdings indi- 
rectly encourages consumers to reduce sav- 
ings out of current income. Savings this 
year are at the annual rate of 14 per cent 
of disposable income, compared with 25 
per cent last year and 10 per cent in 1940. 
The 19 billion dollar annual rate, estimated 
by the Department of Commerce for the 
first quarter, is lower than at any time dur- 
ing the war and only half of the peak rate 
of 1944 and the first half of 1945, but still 
higher in dollar volume than in any prewar 
year. Disposable income for the first quar- 
ter was at an annual rate of almost 140 
billion dollars, allowing for 17 billion of 
personal tax payments on an estimated 156 
billion dollars total income payments. This 
is an increase from the fourth-quarter rate 
of 137 billion dollars and only 1 per cent 
lower than the first and second quarters of 
1945. 


The survey indicates that liquid assets 
are far less widespread than generally as- 
sumed; and that accumulated savings will 
probably count less than current income, 
and possibly installment credit, in financing 
future consumption. 





THE SILENT PARTNERS OF “AMERICA, INC.” 


Who Wiil Take Over if Leaders of Free Enterprise 
Default in Telling its Story ?* 


Editorial Survey 


EWS _ columns, advertisements, 
speeches, company reports, articles 
are appearing in increasing number 
with the theme song: “Businessmen, 
Tell the People about Your System.” 
Some are exhortations to do-or-die. More 
and more are presenting some facts or 
illustrations of how to do and not die on 
the vine of socialism which political or 
labor extremists are so artfully water- 
ing with misleading propaganda. 
There is a good deal of viewing with 
alarm — but there is no excuse for not 
viewing with clarity these challenges to 


*Cf. “Speak Up—Or Be Shut Up” in May 
issue of Trusts and Estates. 





a perfectly good, if not perfect economic 
system, which we are letting slip 
through our fingers by default. Nor is 
this a negative public relations job. A 
large share of the labor press and of 
labor spokesmen are doing a very honest 
job, but they need the support of well- 
informed public opinion. 


National Campaign vs. “Sit-Tight” 
Philosophy 

HE Chamber of Commerce of the Unit- 

ed States has announced a nation-wide 
program by which advertising may pro- 
mote “American opportunity” and will as- 
sist all members whose objective agrees 
with that of the Chamber’s board of direc- 
tors, that “it is timely to do some selling 
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of. the American economic system.” A de- 
tailed plan of procedure is being worked 
out by the subcommittee headed by Leonard 
Trestor of the General Outdoor Advertising 
Co. 

This coincides with the statement made 
by the Chamber president, William K. Jack- 
son, (vice-president of United Fruit Co.), 
before the annual Kiwanis convention: 

“We need to add to our sales blurbs about 
smooth-riding qualities and crystal-clear 
tone ...a great deal about the system that 
makes such things possible. That system 
should no longer be taken for granted.” 


As Russell Porter wrote in his New York 
Times column recently, “although some 
(business and industrial leaders) believe 
the best strategy is simply to sit tight” 
until ‘the mistakes of their antagonists 
cause their downfall, “there is a growing 
tendency of organized business to take a 
firm and militant position on the kind of 
constructive social and economic program 
which it considers to be in the national in- 
terest .. .” Cautioning against resting on 
war-won laurels, in view of the notoriously 
fickle nature of public opinion, he re- 
marked: 


“There is a question as to how well the 
traditional and somewhat antiquated pub- 
lic-relations policies of some large corpora- 
tions have succeeded in educating the public 
in the realities of the post-war world.” 


What Color of Light? 


N his column he cites the old-school com- 

pany president who, discussing a recent 
strike threat, said “Of course we don’t 
want to try our case in the newspapers.” 
And an executive of the more realistic 
new-school who remarked “Why not? That 
is what the labor unions have been doing 
for years and that is why they always win.” 


Right here it might be pertinent to start 
reshaping our thinking and definitions. In 
the short run, the unions may have “won,” 
or the company may “win.’ But on the long- 
er range view neither wins if either loses. 
This is not a matter of sweet-talk, propa- 
ganda or recriminations. It would be better 
to follow the Scripps-Howard motto: “Give 
light and the people will find their way.” 

We of industry, finance—yes, and jour- 
nalism—have too often left them in the 
dark, with only the red light of communism 
or the pink light of socialism to guide them. 
As Ernest T. Weir of National Steel said 
at the Society of Automotive Engineers 
meeting in Detroit, “There is nothing 
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wrong with our country that can’t be cor- 
rected if some thousands of citizens would 
become active in politics on its highest 
plane—would make it a personal job to 
bring this issue before their fellow citizens 
squarely and plainly.” 


Your Turn, Mr. President 


a the political action is for- 
mal or informational, those who be- 
lieve in free enterprise must be the ones to 
remind their neighbors of its benefits. E. F. 
Hutton, New York investment banker, re- 
cently put this job squarely up to them in 
a full page ad on June 11th. entitled “Some- 
body Must Speak for America.” “WRITE 
TO THE PRESIDENT” he urged. He did 
not mean the President of the United 
States, to whom so many have run with 
their problems of recent years. He advised 
every insurance policy-holder, every inves- 
tor to write the president of his own com- 
panies and remind them of their trustee- 
ship duty to “Get busy selling America” as 
he has sold his soaps and cigarettes. Un- 
less, of course, he would like to sell them 
under new management—of Government 
and perhaps a radical-labor government. 


As Printers’ Ink summarized the high- 
light of the recent national convention of 
the National Industrial Advertisers Asso- 
ciation: 

. .. Management and labor, now at cross 
purposes, no longer travel the same road; 
labor must be made to understand ours is 
a profit-and-loss system, not just a profit 
system ... This is essentially a selling 
problem for management — one of speeding 
up productivity, eradicating anti-capital 
feeling, as distribution depends on _indi- 
vidual workers, not on machines alone .. .” 

A constructive approach to the problem 
of achieving economic peace was contained 
in such remarks as: ‘If advertising can 
control the way people think, perhaps man- 
agement has the tool to convert the public’s 
thinking.’ ” 


Timely Topics 

HAT some advertising leaders are 

awake to this opportunity and need is 
also shown by Charles Sievert’s summariza- 
tion of the recent 4-As conference, in the 
New York World-Telegram, as “agreeing 
that advertising of a public nature should 
be carved a larger and constant slice of ad 
expenditures.” Bridgeport Brass president 
Steinkraus had a suggestion that fits in 
here very neatly, that industries “tell the 
American people the truth about the great 
issues of the day.” 
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Add to the list of hard-hitting pioneers 
in this post-war economic wilderness the 
name of Walter Weir. He says “The wrong 
people are running the country because the 
right people won’t do anything about it.” 
The reflection, however, is not placed on 
the politicians so much as on the too-silent 
partners of our private capital system. 


The press is pretty close to the thinking 
of the “man on the street” whether he live 
on Main Street, work on Wall Street, or 
play on Broadway. William E. Robinson— 
vice-president of the New York Herald- 
Tribune told the recent annual conference 
of the Newspaper Advertising Executives 
Association that it was their job as 
“opinion-moulders” to persuade advertisers 
to crystalize the potential customer’s and 
worker’s faith in our system and not be left 
under the anesthesia of good business dur- 
ing the catching-up period, to wake up 
“with the biggest hangover we’ve ever ex- 
perienced,” to find the social revolution an 
accomplished fact. 


So it Won’t Happen Here 


OL. RALPH STRASSMAN, of Ward- 

Wheelock agency, has pointed out this 
new role for advertisers and assailed the 
“economic absurdities that have been firm- 
ly implanted in the minds of millions of 
voters.”’ Recently he suggested that “women 
with training and experience in leadership” 
can play a major role in telling them “the 
simple facts of our economic life. People 
will remain cold to abstract pronouncements 
until they are made to understand their 
own personal stake in the American sys- 
tem.” 


What Harry R. Smith, past president of 
the American Institute of Banking, said at 
their recent convention can well apply to 
all who courageously believe in our econom- 
ic as well as other freedoms: 


“Students of economics and _ political 
science and history are well aware that 
while freedom may be won in some sudden 
outburst of revolutionary heroism, it can 
be lost, and is always lost, gradually and 
stealthily. It is the patriotic duty, of every 
man and woman in banking, to keep ever- 
lastingly at the job of informing the public 
of the way our economic system works, and 
thus counteract the demagoguery which, 
through brute force and mob psychology, 
would tear down the institutions which have 
made us a prosperous people..” 


THE FICTION AND THE FACT 


A recent survey made for the Merchants 
and Manufacturers Assn. of Los Angeles 
showed that 60 per cent of the thousand rep- 
resentative residents interviewed believed em- 
ployers were taking more than 50% of every 
dollar of corporate income. Of these, 32 per 
cent believed the employer received 75c or 
more of each dollar of sales. The Department 
of Commerce figures cited gave the correct an- 
swer—for all private industries—as 89'%c 
paid in salaries and wages against 9%c for 
dividends and reinvestment, for the year 1944. 


The survey, entitled “Who Gets Industry’s 
Dollars,” concluded that “Employees must be 
told the facts on which to base their opinions. 
If workers are not given the facts, how are 
we to correct present misunderstanding—one 
of the greatest sources of trouble and a threat 
to the survival of our free enterprise?” 


To find out what the leaders of industry were 
doing about it in Los Angeles, the association 
survey drew replies from 447 firms and found 
that “nearly two-thirds are not sharing infor- 
mation on the division of the dollar, and are 
not planning to do so.” Only 35 produced in- 
formation to tell at least part of the story and 
only 78 others plan to do so. 


ALL CASH PAID FOR 
SOUND COMPANIES 


(manufacturing or retail) 


We Are Principals — Not Brokers 


This Corporation has been engaged in the 
purchase and operation of Manufacturing 
and Retail Businesses for the past 10 years. 
Minimum purchases considered $200,000 
cash, prefer situations requiring $500,000 
cash upward. 

| Owners may initiate strictly confidential 
negotiations directly with us or through 
their bank, accountants or attorney. It has 
been our consistent policy to continue exist- 
ing executive and operating management 
wherever possible and practical. 


Inquiries should be addressed to Chairman 
of the Board and marked “confidential.” 


AETNA INDUSTRIAL 
CORPORATION 


565 Fifth Ave., New York PL 3-7870 
Capital Available Over $5,000,000. 
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ANEMIA IN THE PAYROLL 


RODUCTIVITY of industrial labor is 

reported to be declining in a number 
of industries—at the same time that wage 
rates are the highest in history. There had 
been an almost uninterrupted yearly in- 
crease in output per man-hour since 1909. 
The B.L.S. index number of productivity 
was under 40 in 1909, had climbed above 75 
by 1929, and to 100 in 1939. A further in- 
crease of 20% in output per man-hour in 
all manufacturing is reported by the end of 
1945.* 

Now the trend appears to be downward 
in spite of advances in tools and technology. 
Labor costs per unit of output are up 43% 
over 1939. 

It is no news that men have differing 
capabilities—even on the same job—but 
studies such as those at Western Electric’s 
Hawthorne plant show the wide variation 
in both quantity and quality of production 
due to attitudes and conditions of work. 
Wage increases are only one side of the dol- 
lar. If they are accompanied, as they seem 
to be too generally today, by an attitude of 
getting every wage cent possible for the 
least amount of work, the increase could 
eventually put both company and employees 
out of business, and immediately force in- 
creased prices or result in reduced payroll. 

If those wage increases are accompanied 
by decreased productivity due to difficulties 
of conversion or shortages caused by strikes 
and other man-made delays, the same end 
results may obtain, at least temporarily. 

But if the increase be accompanied by 
better work and cooperation, and availabil- 


*Source: National Industrial Conference 
Board. 


ity of better tools, the increase may be ben- 
eficial all around. The pay-rate is only one 
side of the cost dollar. Slow-downs, either 
those staged on a wholesale and forced basis 
or those caused by indifference or antag- 
onism on the part of individual employees, 
can be more expensive than an increase. 

Why, it may be asked, do not pay in- 
creases result in better attitudes and pro- 
ductivity? There again the answer is in at- 
titudes and working conditions. If they are 
given paternalistically or obtained under 
duress, they are often taken for granted 
as the employee’s due. If there are “gold- 
bricks” among the management, there will 
be gold-bricks among the employees. The 
cost of pay-rises or even of strikes may be 
small compared to the insidious but con- 
stant effect of misunderstanding, antag- 
onism or lack of mutual confidence. 

As Chester Ruth of Republic Steel Co. 
recently told the National Industrial Ad- 
vertisers Assn., “the loyal and wholehearted 
co-operation of its workers—” is the miss- 
ing ingredient of industrial management 
today. This is equally true of the service 
industries. Mr. Ruth puts his finger on a 
major cause in remarking: 

“While radical labor leaders, supported by 
the national administration and by political 
demagogues, have been denouncing indus- 
trial management with every resource and 
propaganda device at their command, man- 
agement, with pitifully few exceptions, has 
remained silent. 

“This very silence has been used as a 
weapon by labor leaders to give strength 
to their claims that industry is indifferent 
to the welfare of its employees and has been 
exploiting them for its own selfish pur- 
poses.” 


Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION [RUST co 


CINCINNATI, OHIO 


Member Federal Reserve System —- Member Federal Deposit Insurance Corporation 





LABOR’S RED MERRY-GO-ROUND 


NY general rises in prices, will be the 
signal for new wage-increase demands, 
or walkouts, according to some of the mili- 
tant union leaders. The fact that these rises 
have been forced on many producers by 
publicly supported government action—defi- 
cit spending as well as vast war costs, wage- 
increase policies and slowdown or strike 
costs—are conveniently overlooked in such 
cases. 


There are still enough short-sighted man- 
agements—few though they may be in num- 
ber—who are looking through the short 
end of the telescope with a single view to 
cutting wage rates and benefits, to make 
employee protection a matter of requiring 
collective action. The ideal alternative, of 
course, would be a condition of such gener- 
al and balanced employment that an em- 
ployee would be able to change his job if 
dissatisfied, and an employer would still be 
able to replace a poor worker with a good 
one. 


There has been plenty of abuse of power 
by business “tycoons” of the past, grinding 
extra pennies out of the employe pay en- 
velope and the consumer’s purse. These are 
by far the exception today, but a new crop 
of tycoons are in the saddle today, riding 
union members and public alike. These are 
the powerful heads of vote-strong unions 
run by a select, often self-perpetuating in- 
ner circle—driving prices up, profits down 
—into state control. 


It appears that democracy is only a farce 
in some of these unions, often dominated 
by “commies” and fellow-travelers. Attor- 
ney General Tom Clark, addressing the 
Chicago Bar last month, warned that Com- 
munists and Fascists are capturing top la- 
bor union offices, fomenting strikes and en- 
couraging dissension. “We know that there 
is a national and international conspiracy,” 
he said, “to discredit our institutions and to 
bring about disrespect for our government.” 

The president of National Steel Com- 
pany recently quoted extracts from the 
Daily Worker which claimed credit for 
Communist leadership in the 1937 sit-down 
strikes, and control of large blocks of votes 
at the Atlantic City U.A.W. meet. But some 
labor leaders themselves recognize this 
threat to the country and to the indepen- 
dence of their own members. Some top 
A.F. of L. men have publicly urged house- 
cleaning in locals and the U.A.W. paid at 


least lip-service to barring such isms from 
policy-making levels, at the same time that 
the international president of another C.I.O. 
union (United Furniture Workers) re- 
signed because it was ‘“Communist-con- 
trolled.” 

As an example of this mis-leadership of 
good American workers, take the statement 
of Van A. Bittner, director of C.I.0.’s 
southern organizing drive. Under the title 
“South’s Hitlers Doomed” he gives a first- 
class imitation of Hitler himself, in his re- 
mark: 

“We can learn sumething from the em- 
ployers, their theory of ‘divide and con- 
quer.” We go back North and get a raise 
and then come back here and demand the 
same thing. We will work between the two 
to get a just raise for everyone in the 
industry.” 

In the Canadian House of Commons, min- 
ister of labor Humphrey Mitchell, speaking 
of the strike of the Canadian Seamen’s 
Union, said: “The Communist crowd in this 
country do not want settlement of strikes 
. .. We had the usual gang of revolution- 
aries, professing to give leadership to the 
rank and file ... This kind of game does 
not fool me or further the interests of the 
working people of this country.” 

The majority of union members are good 
citizens, but many shops are dominated by 
these minorities of self-seeking petty ty- 
rants. Nor are all of Labor’s mis-represen- 
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tatives of “commie” complexion; they may 
be merely shortsighted, or ignorant of the 
workings of simple economics, but they are 
taking their members on just as dizzy a 
merry-go-round whether they try to over- 
turn our free enterprise system or ignore 
their responsibilities to it. 


Economic Foundation Sound 


The rise of a new middle class, through the 
distribution of national income brought about 
through high income taxes and higher wages 
indicates that banks will grow and share in 
the economic prosperity of the country, Dr. 
Marcus Nadler, Professor of Finance at New 
York University, said before the 50th Conven- 
tion of New York State Bankers Association. 
More people will utilize banks as trustees and 
executors, he believes, though the average size 
of estates will decrease. 


The principal problem now confronting the 
nation, he said, is to defeat the forces of in- 
flation, the dangers of which are perhaps 
greater than generally realized. One remedial 
step — the reduction of the volume of pur- 
chasing power — can be achieved by reduction 
in expenditures of the Government, a sound 
refunding program by the Treasury and by 
preaching of thrift by all financial institutions. 
The decline in money rates, he said, has al- 
ready come to an end. Dr. Nadler, projecting 
the future prospects for banks, predicted: 


1. Business activity at a high level. 


2. Competition for the family income dollar 
may lead to mergers of smaller organizations 
and adoption of new methods of distribution to 
reduce costs. 


3. Our role in international finance and 
trade greater than ever before. 


4. Personal income taxes remaining high, 
which will mean wider distribution of the na- 
tional income. 


5. Once business activity is renewed, efforts 
will be made to alleviate the debt burden, 
probably along unsound lines. 


In conclusion, he said, the economic founda- 
tion of the country is sound and the outlook 
for business after settlement of present labor 
difficulties is excellent. 


SS 


Union Loses Bank Election 


Employees of the Midland National Bank, 
Minneapolis, last month voted 101 to 17 against 
naming Bank Employees Local Union (AFL) 
as their collective bargaining representative. 
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Money and “Near Money” 
Spending Power 


From the London Economist, May 4, 1946 


After the 1914-18 war, British economic pol- 
icy was seriously preoccupied with the problem 
of the volume of money. A huge creation of 
bank deposits and currency had accompanied 
an almost three-fold rise in the price level. 
Reconversion was conceived primarily as a 
process of restoring the 1913 situation, re- 
quiring a drastic policy of deflation. This time, 
fortunately, none of the leading belligerent na- 
tions is disposed thus to exaggerate the virtues 
of the pre-war price level. There is general 
agreement upon the need to prevent inflation 
but . . . the possibility that in the second 
phase of the transition non-monetary factors 
might produce a deflation is generally regarded 
as the greater danger. And, generally speak- 
ing, neither inflation nor deflation is now con- 
ceived primarily as a monetary problem. 


Yet, for all this emancipation from the ideas 
of a quarter of a century ago, many monetary 
authorities still show a similar preoccupation 
with the problem of the volume of money. Ob- 
viously, there is everywhere a surplus of pur- 
chasing power which must be sterilized or con- 
trolled if inflation is to be avoided. But the 
measure of this surplus is not usually the vol- 
ume of money, or even the amount of wartime 
creation of money. The inflationary potential 
also comprises the wartime creations of claims 
to money-Government securities of every kind, 
and especially the most liquid claims, some- 
times appropriately styled “near money” 
claims ... (savings bank deposits, savings cer- 
tificates and defense bonds), many of which 
are in the hands of small consumers. On this 
assumption, a much greater danger of inflation 
might arise from the “near-money” claims 
than from the increase in the volume of money 
as such. 

Given an official determination to maintain 
cheap money, the extent to which claims to 
money are in fact turned into money depends 
wholly upon the degree of restraint shown by 
the public which owns them. It is a fallacy, 
therefore, to suppose that the inflation poten- 
tial can be measured by the volume of money 
already in existence. A monetary approach to 
the problem of inflation must consider money- 
claims equally with money; but it can never 
be a very helpful approach unless the totals 
can be broken down into categories which 
classify the holders according to their prob- 
able propensity to spend their holdings. 


What was once regarded as one of the most 
critical of economic factors has become mainly 
of technical significance. The volume of money 
measures neither current nor potential spend- 
ing, but simply the extent to which the public 
prefers to hold its savings in the most liquid 
forms. 
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MANAGEMENT—HOW MUCH IS IT WORTH? 


Managerial Ability and Compensation a Matter of Broad 
Public Interest 


No. 14 in Trusts and Estates Series “Public Reporting of Private Enterprise” 


Benefits from corporate activity flowing to employees, consumers, 
community and nation, as well as to stockholders, are receiving more 
attention in corporate reports and press releases. These have been 
summarized and reported in past issues of Trusts and Estates. The 
present study relating to benefits received by management — and benefits 
resulting from managerial work — seems timely in view of growing 
evidences of public questioning of executive compensation.—Editor’s Note. 


IG business, as personified by the big 

corporation, has become, both in 
fact and public opinion, the representa- 
tive social institution of our enterprise 
system. The acceleration of the trend to 
corporate concentration brings added 
force to the fact that the large corpora- 
tion, its policies, plans and possibilities 
have been and will increasingly be of 
interest to a broad section of the public 
because of the complexities of the mod- 
ern industrial economy. With millions of 
employees and billions of savings depen- 
dent on the success of these corporations 
— which also largely support their com- 
munity and nation through taxes — 
their managerial contribution is of 
prime public importance. 

Executive compensation had _ been 
treated as a private matter until recent 
years. Now it is spread across the record 
via newspaper, government releases and 
reports — visible to any one wishing to 
see. But with this new goldfish bow] has 
come, as yet, only occasional explana- 
tion. The right to these large salaries 
has been taken for granted — by the 
managers, but not so by many stockhold- 
ers and employees or unions. 


Fuller Disclosure or Distortion 


RUE, full information given with the 

best intentions can be misinterpreted, 
or given a twist. For example, take the 
item on General Motors salaries shown on 
the accompanying illustration. The infor- 
mation is true enough. The figures were 
made available to the public press by the 
Secretary of the Treasury as required by 
the Revenue Act of 1939, regarding “Com- 


pensation of Officers and Employees,” 
where the amount is over $75,000. Public 
information also is available at the offices 
of the Securities and Exchange Commis- 
sion. General Motors, incidentally, gave in- 
formation beyond the usual in its 1945 an- 
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: $154 AN HOUR PAID 3 
' TOP GM OFFICIALS! 


IHREE top General Motors 
executives, C. E. Wilson, 
president, and Ormond E. Hunt 


- and Albert Bradley, executive 


vice-presidents, bagged a total 


"income of $926,718 for the cal- 


endar year of 1944, according 


aged $154 per hour on 2 4¢-hour- 
a-week basis. 

General Motors also set the 
pace for corporate salaries by 
paying more than $200,000 each 
to ten of its executives and plac- 
ing a total of 40 among the 593 


to a Treasury report issued Who drew over $75,000. 


(Ed. Note: After months of bic- 
last week listing blue-ribbon necing aul 0 has tees ek ee 


incomes. ~verded its employes an 
The >ee increase.) 
~~ hon- 


nual report under headings of Employee 


Suggestion Plan, Salaried Employees, 
Group Insurance Plan, Separation Allow- 
ance Plan, Retirement Program and Bonus 
Plan. 


Another instance of information being 
slanted by those with related interests but 
opposing views, is the annual review by the 
Rural New-Yorker, (representing the milk 
producers) of financial information relat- 
ing to operating results, profits, reserves, 
salaries and bonuses of The Borden Com- 
pany and National Dairy Products Corp., 
termed the “dairy octupi.” The paper edi- 
torialized in part—“One particularly sig- 
nificant development is the ‘stock option’ 
racket available to officers and those called 
‘key employes.’ The Borden Company has is- 
sued options to 13 of these men to buy 31,- 
000 shares of its stock at $30 a share. At 
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current prices, each man could take up his 
option, and clear a profit of $27 a share... 
National Dairy has been even more gener- 
ous with its officials, having issued options 
for 105,750 shares to 60 men at an average 
price of, $24 a share . . . these options are 
now worth $24 a share.” The paper gave 
the SEC as the source for the salary figures. 
Both companies had told in their annual 
reports of their incentive compensation 
plans. 
* * 

The nation turned to the large corpora- 
tions to process the tools and materiel re- 
quired for total war. The tools and products 
had to be different, but the know-how came 
from the accumulated knowledge and tech- 
nical skills of our peacetime industrial 
workers and managements. A substantial 
portion of the citizenry participated, either 
in industry or the armed forces, in the tre- 
mendous production or supply job. 

Those participants had an opportunity to 
observe that the technique of mass produc- 
tion might bring about a standardization 
of tools, equipment and types of work, but 
that without proper training and guidance 
from the foreman on the job and superin- 
tendent at the plant, acting on coordinated 
plans and directives from able management, 
duplicate plants working on the same pro- 
duct could be as different as day and night 
in results achieved. 


Stress Again on Pay-As-You-Go 


OW the individual corporations are 
back on their own in a market which 





will be more highly competitive than ever 
once the economy comes nearer into balance 
through increased production of peacetime 
goods. Rather than total output, the im- 
portant stress will now be on sources of 
materials, markets, distribution, types and 
varieties of new products, and new outlets. 
Not less important will be ideas to improve 
human relations with employees and the 
working climate in industry. 

For that achievement, management to- 
day has the most important single role. The 
workers, the highly trained specialists and 
technicians, the salesmen and distributors 
will operate at a disadvantage in the aug- 
mented competition without able direction 
and coordination from persons in the cor- 
porate entity whose training, vision and 
position enable them to have the longer 
view—to see beyond the immediate job at 
hand. The accelerated tempo of the times 
calls for management with an awareness 
of the future to couple with a fair evalua- 
tion of the past. No matter if the materials 
are good, workers efficient and markets fa- 
vorable, if management cannot bring them 
into proper relation and show an adequate 
profit on the business done, that corpora- 
tion might well cease to be an employer and 
producer, and become a blot on the com- 
munity and a drag on the economy of the 
nation. 


A Professional Function 


S family businesses move out into the 
corporate stream and, through diffu- 
sion of ownership, lose identity with any 





family interest, they move into the hands of 
men who may or may not have had any pre- 
vious association with the company. These 
persons may well be termed professional 
managers, for management has indeed be- 
come a professional function. . 

The manager who sits at the big desk and 
pushes the wrong buttons, doesn’t manage 
long. He and his management associates 
must see that improved methods and tech- 
niques do not come along and-roll them up 
on the sand and out of the swim, while 
they relax for an admiring mioment to 
watch their product sail over the horizon 
into oblivion. There are few moments to 
relax in our competitive corporate system 
—for as William C. Carter, president of 
Link-Belt Company of Chicago, so aptly 
says in his report to stockholders, “The 
competitor is a selfish chap and doesn’t 
care a whoop whether we have any busi- 
ness or not.” 

The value of management is_ usually 
known only to those in close enough contact 
to be able to appraise the problems, dan- 
gers and accomplishments of key executives. 
The modern manager doesn’t just grow, 
like Topsy. In many corporations he is a 
carefully selected, trained and nurtured in- 
dividual who is a necessary cog in an intri- 
cate mechanism and is treated and valued 


as such. The organization’s own appraisal 
is ably pointed out in the annual report of 
the Vick Chemical Company, whose man- 
agement is endeavoring to provide for its 


company “a continuous and continuing 
flow of Mindpower switable and adequate 
and in positions of sufficient authority.” 
And how have they done this ?— 


To Attract and to Hold 


“As the business grew, we added the ad- 
ministrative and executive minds essential 
for large operations and the specialized 
minds needed for our service departments 
— such as accounting, legal and personnel. 
All are necessary to make up a successful 
team. 

“Right now we have in our central man- 
agement, in our operating divisions, and in 
our service departments an adequate sup- 
ply of “unusual minds” suitable to the var- 
ied operations required for the successful 
conduct of this enterprise.” 

The top management may go out, but not 
the corporate entity, so trained and able 
men must be ready to keep the pace as the 
competitive race goes on. 

What provision has Vick made to attract 
and hold these valuable men? Their report 
says— 
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“In 1934, stockholders approved the bonus 
or incentive plan which had long been in 
effect in your predecessor corporations. 

_ The fund is created by setting aside 1 per 
cent of sales and 4 per cent of profits. 
Prior to 1938, it was used in the usual 
way — to offer incentive pay to a few top 
executives for exceptionally good work per- 
formed during each fiscal year. 

“In 1938, as part of our effort to put our 
35-Year Plan into effect we asked stock- 
holders to create a new committee — the 
Executive Personnel Committee — and put 
the control of this fund in its hands. We 
stated in our Special Report for 1938 that 
“as this bonus plan is an integral part of 
the general design (the 35-Year Plan) to 
attract and hold unusual mindpower, the 
committee may use this fund only to 
further these purposes.” 


Give More Information? 


HESE men of proven managerial (plan- 
ning and executive) ability are valu- 
able not only to their own companies, but 
are often sought by others who have been 
less fortunate or foresighted. So it is not 
only by way of reward that able managers 
be adequately compensated, it is more often 
necessary if they are not to be lost to the 
company in competitive markets which vie 
for abilities as well as materials. But some- 
how in recent years a tendency has devel- 
oped to pin on management the undesirable 
mantle that in the public mind was tagged 
on “capitalist.” Has management by its 
reticence finessed itself into this undesir- 
able position, or has it been maneuvered 
into it by fast footwork of labor spokes- 
men? 
In search for information on this subject 
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and on management’s accounting of stew- 
ardship, Trusts and Estates has reviewed 
several hundred annual reports from a wide 
variety of corporations. One outstanding 
impression was that stockholders (and the 
public) are likely to be given full oppor- 
tunity to share the trials and triumphs of 
management, but little information, if any, 
is given about how much and the why of 
executive compensation. Except for some 
details in the proxy statement, a majority 
of companies lumped “wages and salaries” 
in the annual report—no breakdown, no 
relation to sales, or to any other item on the 
statement of accounts. With the widespread 
interest in corporate affairs, would not 
more complete information in the annual 
report, told in understandable terms and 
relationships, serve to dispel attitudes that 
are now held by a part of the public? 


Noteworthy Reports 


XAMPLES are cited below of methods 
used to describe executive salary, in- 
centive payments or other compensation: 


“Total salaries of all officers was .. . 
less than % of 1 per cent of total net 
sales.,—Armstrong Cork Company. 


“Salaries equal to four-tenths- of one cent 
per dollar of sales, were paid to twenty 
officers and directors.”—S. H. Kress & Com- 
pany. 

“Payments of additional compensation 
for 1945, ranging from 742% to 10% of an- 
nual salary, were made to a list of 367 
executives and key employees. The Pres- 
ident of the Company did not participate.” 
—Standard Brands, Inc. 

“The Company has followed the policy 
of paying as additional compensation to 
salaried employees continuously employed 
for the year, a per cent of annual salary 
corresponding to the dividend paid upon 
the common stock. As $2.25 per share was 
paid on the common stock . . . a payment of 
214% of annual salary was made to such 
employees. The Chairman and the President 
did not participate.’—American Smelting 
and Refining Company. 

Blaw-Knox Company and Bendix Avia- 
tion Corporation reported similar plans for 
supplemental or incentive compensation 
paid to principal employees “a sum not to 
be in excess of 10% of the net earnings for 
the fiscal year over and above a 7% return 
on the capital employed in the business.” 

In addition to General Motors, Borden 
and National Dairy, several stock option or 
stock bonus plans were reported. Examples 
are— 
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“The bonus plan for officers and for em- 
ployees not subject to the Federal wage 
and hour law and not eligible for overtime 
compensation provides for distribution to 
them of common stock of the Company, ac- 
quired in the open market.”—Rheem Man- 
ufacturing Co. 


“An accrual of $ was made from 
operation for the year 1945 in accordance 
with provisions of the “B” Bonus and the 
Managers’ Shares plans of the Company.” 
—United States Rubber Co. 


The Standard Oil Company (Indiana) 
after reporting on their trust fund for em- 
ployees reported that “key executives are 
assuming the responsibility of making ap- 
pearances before governmental bodies and 
representative public groups to give voice 
to the company’s purposes and its undertak- 
ing to serve public interests.” 


Necessity for Understanding 


HE old “soak-the-rich” attitude still 

holds wide sway and is finding high 
salaries in industry a new target for attack. 
There are instances where the salaries 
seem, at least to the uninitiated, out of line 
with results or with other factors such as 
payroll. This is difficult to judge, as an un- 
profitable industry, or a company with 
small sales volume (especially a new one), 
may require more managerial skill to hold 
its own or to grow, and technical problems 
vary widely. 


One means by which employees can attain 
a better conception of the value of mana- 
gerial functions and compensation is, of 
course, through meetings such as the for- 
ums conducted by Carrier Corp. and oth- 
ers, or by rubbing against the problems di- 
rectly as do members of Junior Advisory 
Boards in companies following the McCor- 
mick “multiple management” plan. 


Much can and should be done to show 
executive compensation in its true setting 
and relationships, as in annual reports and 
other publicity. Other means will probably 
be needed if criticism mounts or the issue 
is made a basis for wage demands, since a 
division of the total executive salaries 
among employees of a company would gen- 
erally run about one per cent or less of the 
sales dollar. And if all officer salaries could 
be eliminated or divided among other em- 
ployes, the average pay envelope would 
have only a few cents more a week—as 
long as the company could operate without 
its managerial abilities. 





Union of “Tool Owners” 


Calling the nation’s fifty million investors 
the “forgotten men and women of today,” the 
Tool Owners’ Union has been formed with 
headquarters at Lexington, Mass., for the 
announced purpose of gaining “bargaining 
rights” for those who supply the tools of en- 
terprise. Allen W. Rucker, president, has out- 
lined the principles of action by which it is 
hoped to give representation and publicity to 
the interests of investors as protection against 
the organized pressures of inimical actions 
that demoralize private enterprise. 

A “non-profit, non-stock corporation” seek- 
ing membership of a million investors or 
“tool-owners,” the Union asserts that the 
right of bargaining belongs as much to those 
who provide the mechanical energy and equip- 
ment of production as it does to the users. A 
recent advertisement points to the conditions 
requiring concerted action: 


“When bureaucrats and labor leaders at- 
tack the fundamental human right of us 
thrifty people to receive legitimate, com- 
petitive payments for the use of the pro- 
duction tools our savings have bought, it is 
a direct attack on the very foundation of 
America’s national strength and well-being. 
Such attacks, one after another, discourage 
thrift and the new investment needed to re- 
place old tools and add new tools; they ob- 
struct the return to normal production upon 
which the jobs, the pay and health, indeed 
the very lives, of every one depends.” 


ee 


Enterprise System Misunderstood 


“Most people do not understand our com- 
petitive enterprise system and what it has done 
for them,” Paul B. West, president of the As- 
sociation of National Advertisers remarked in 
his recent address to Cincinnati Advertisers’ 
Club. “And unless they understand, this sys- 
tem cannot endure,” he continued, urging that 
companies use the same principles of adver- 
tising products to demonstrate the relation- 
ship of business to human aspirations and wel- 
fare. This, he said, requires research as to 
public economic wants and questions, contin- 
uity in presenting the facts by honest, appeal- 
ing dramatization of the company. “American 
enterprise can only win and maintain social 
leadership and good will,” Mr. West pointed 
out. “by demonstrating its good citizenship.” 


—_—_—_—_—0 


“We need to add to our sales blurbs about 
smooth-riding qualities and crystal-clear tone 

. a great deal about the system that makes 
such things possible. That system should no 
longer be taken for granted.’—William K. 
Jackson, president of the Chamber of Com- 
merce of U. S. before Kiwanis International. 


Stockholder Information Poll 


What information do stockholders prefer 
to see in the Annual Report? The Borden Com- 
pany’s recent survey shows topics of interest 
in the following order: 


Topic 
Income and Dividends 


Operating Reports 

Working Capital 

Other Information, including New 
Products, Expansion Plans, Future 
Outlook, Worker Relations, Income 
Breakdown, New Financing, Re- 
search 

Current Assets 

Current Liabilities 

Reserves 

Administrative Matters 

Property and Equipment 

Capital Stock and Stockholders_.. 


*An arbitrary figure of 13°was used for 
every question listed first in importance, 12 
for any question listed second. 


CANADIAN 


( 0-operation 


Executors of Estates with assets 
in Canada will find helpful co- 
operation in the administration 
or transmission of such assets, 
by making use of our services 
as Agent. We are always 
glad to receive enquiries. 
Assets under Administration 
$882,000,000 


HEAD OFFICE—MONTREAL 


THE ROYAL TRUST 
COMPANY 


Offices across Canada fiom 
Coast to Coast 
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FIDELITY-PHILADELPHIA 
TRUST COMPANY 


Organized 1866 
Statement of Condition, June 29, 1946 


DIRECTORS 


LEDYARD HECKSCHER 
President 
Dumor Plastics, Inc. 
BENJAMIN RUSH 
Chairman of the Board 
Insurance Company of North 
America 


THOMAS D. M. CARDEZA 


LAWRENCE SAUNDERS 
President 
W. B. Saunders Company 


GEORGE WHARTON PEPPER 
Pepper, Bodine, Stokes & Schoch 


ROBERT DECHERT 
Barnes, Dechert, Price, Smith 
& Clark 


MARSHALL 8. MORGAN 
President 


PHILIP T. SHARPLES 
President 
The Sharples Corporation 


W. FINDLAY DOWNS 
President 
Day & Zimmermann, Inc. 


GEORGE L. RUSSELL, JR. 
President 
John B. Stetson Company 


JAMES H. ROBINS 
President 
American Pulley Company 


ADOLPH G.ROSENGARTEN, JR. 
Stradley, Ronon, Stevens and 
Young 


STANLEY W. COUSLEY 
Senior Vice-President 


FRANCIS J. CHESTERMAN 
Vice-President 
The Bell Telephone Company of 
Pennsylvania 


ORVILLE H. BULLITT 
Director 
Virginia Coal & Iron Company 


THOMAS 8. GATES 
Chairman 
University of Pennsylvania 


THOMAS B. K. RINGE 
Morgan, Lewis & Bockius 


MALCOLM ADAM 
Vice-President 
The Penn Mutual Life Insurance 
Company 


H. HOFFMAN DOLAN 


ASSETS 
Cash on Hand and due from Banks . : 


Mo ok ow Ta tae be ie <0 en oe 
Investments: 

U. S. Government Securities . . . . 
State, County and Municipal Securities . 
Other Investments. . . 6 2 «6 et 
Investment in Fidelity Building Corporation 
ae er ee 

Real Estate Owned . ..... 
Vaults, Furniture and Fixtures ‘ 
Accrued Interest Receivable . 

Prepaid Taxes and Expenses 

ee ae ae ee 


LIABILITIES 


ir ae 

Saree a ee 

Undivided Profits. . 

Reserve for Contingencies, etc. . 

Reserve for Interest, Taxes, etc. . 

Ocher Liabilities . 2. s 2 es 

Deposits: 
United States Treasury 21,730,599.88 
Other Deposits. . . . ~ 160,797,040.41 


$ 41,052,102.50 
49,689,231.98 


94,802,441.95 
4,487,852.67 
11,545,334.31 
3,037,423.84 
2,052,238.13 
217,480.46 
847,100.81 
711,140.82 
308,780.02 
160,142.04 


$208,911,269.53 


$ 6,700,000.00 
13,300,000.00 
4,053,795.56 
1,332,053.69 
646,283.18 
351,496.81 


182,527,640.29 
$208,911,269.53 


United States Government obligations and other securities carried in the above 
statement are pledged to secure Government, State and Municipal deposits, 
Clearing House Exchanges, and for fiduciary purposes as required by law in the 


sum of $35,981,843.33. 


MARSHALL S. MORGAN, President 


135 SOUTH BROAD STREET, PHILADELPHIA 9 


Member Federal Reserve System 


Member Federal Deposit Insurance Corporation 
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ARE WE TRUSTEES? 


- - or Bookkeepers of Economic Decadence? 


ALLEN CRAWFORD 
Vice President, Bankers Trust Company of Detroit 


HAVE always liked Abe Lincoln’s reply 
to the fellow who asked, “How long 
should a man’s legs be?” You remember 


Abe’s answer: “Long enough to reach the . 


ground.” 

A banker’s or trustman’s legs need to be 
long enough to reach the ground of his own 
community; to know what the folks down 
the street and around the corner or across 
the block think of trust and bank service,— 
and about the profit-and-loss system on 
which they are built. Don’t forget that 
today’s profits are tomorrow’s trusts and 
bank accounts. Not just for a few of the 
folks who live in the big house on the hill, 
but for all of us. Who hands out the pay- 
ing jobs anyway, the government with its 
W.P.A., or private business with its re- 
wards for initiative? Then let’s tell the 
story. 

Even the best invention needs good sales- 
manship. A lot of us have been hypnotized 
by that old maxim, credited to Ralph Waldo 
Emerson, about building a better mouse- 
trap and letting the world beat a path to 
our door. Who would you bet on, the hermit 
with the de luxe, super-extraordinary model 
and his factory and salesroom deep in the 
woods, or the sociable salesman with the 
same model in a display window on the 
main stem of the town? 


Let’s Take Inventory 

SN’T it time we took inventory? What 

have we got to sell? Is it useful, bene- 
ficial, fairly priced? Do our prospects and 
customers know it is? We know we have a 
good service, that savings and credit are 
laborers worthy of their hire,—but do other 
people appreciate that, or do they say, “Well, 
of course you’re just a Capitalist!” Sure, 
we’re Capitalists, and our job is to get a 
square deal for the millions of Capitalists 
who entrust their savings to our care. 

These Capitalists are your own neighbors 
who have savings accounts, life insurance 

This article is based on Mr. Crawford’s 
address before the 44th Annual Convention 
of the American Institute of Banking, held 
in Cincinnati, June 12th. 


policies, a few shares of stock, an invest- 
ment in the neighborhood drug store, the 
corner grocery, or the filling station. Take 
the measure of any friend of yours and 
you'll find that he is one part Capitalist 
with the other part dependent upon capital- 
ists. His alternative is to be one part Social- 
ist (with no savings he can call his own), 
and the other part dependent on govern- 
ment (and whatever kind of a job may be 
assigned him). History teaches that no 
nation can remain free which is even large- 
ly dependent upon government for jobs and 
security. 


You know that, but have your neighbors 
thought it through? Then why not tell 
them? If something goes wrong with the 
water supply in your home, you call a 
plumber; if something goes wrong with 
your health, you call a doctor. 


Yes, a man’s legs should be long enough 
to stand on firm ground. The American In- 
stitute of Banking has made strong efforts 
to provide that firm ground beneath the 
feet of tomorrow’s trust and banking lead- 
ers. If you are going to get the utmost bene- 
fit out of that education, for yourself and 
for the people in your home town, you will 
use those legs to carry the story of savings 
and capital to your neighbors. Private capi- 
tal is the life-blood of your business. 


The Most Important Guaranty of Freedom 


HERE is no money, no future in being 

a missionary, say some of the old 
school: “We have our own work to do, we 
can’t be meddling in educational work, 
that’s someone else’s job.” I can’t accept 
that doctrine. Haven’t we, as a class, been 
guilty of letting somebody else inform the 
public about us? Are you pleased with the 
manner in which they have handled the job? 


Do you like the way in which you as a 
business group, are presented in the public 
press to the world at large? Do you enjoy 
the ravings, the rantings, and the accusa- 
tions flung at banks and trust companies 
and their customers and stockholders, by 
irresponsible racketeers, soapbox  ora- 
tors, and a few rabble-rousing politicians? 
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Does anyone here feel comfortable and fi- 
nancially secure with the forces of inflation 
spurred and accelerated by the wage-price 
spiral and the continuing costs of a vast 
government bureaucracy? 


In his justly famous book, “The Road to 
Serfdom,” Friedrich Hayek wrote: “Some 
of the forces which destroyed freedom in 
Germany are also at work here.” He fur- 
ther stated, “Our generation has forgotten 
that the system of private property is the 
most important guaranty of freedom.” He 
might have gone further and said it was 
not only just forgotten but neglected,— 
neglected by the very people who have the 
most to lose, because those at present most 
active in forming and influencing public 
opinion don’t believe in rewards for initia- 
tive or individual liberty to select one’s 
place and type of work, or freedom to 
change jobs. Many of those who are most 
vocal in shaping public attitudes—and an- 
tagonisms, have no use for free enterprise. 
They damn the profit system on every occa- 
sion. 


When Silence is Fool’s Gold 


VER on the other side of the picture, 

what have we had? Silence, a very long 
and profound silence. Fortunately it is be- 
ginning to be broken. Already many voices 
from industry and a few from finance are 
speaking boldly and intelligently of the ad- 
vantages of this free enterprise system that 
the socialists and their millions of fellow 
travelers are trying to wreck. 

Not long ago the Association of National 
Advertisers conducted a survey to learn 
what the public thinks regarding business 
management and the free enterprise sys- 
tem. Widespread ignorance of management 
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problems and of the extent of business 
profits was found. For example, two out of 
five in the general public were found to be- 
lieve that manufacturers made exorbitant 
profits during the war. Speaking before the 
Economic Club of Detroit, last May, Philip 
D. Reed, chairman of General Electric Com- 
pany, said, 

“Perhaps the greatest paradox of all 
time is the fact that the economic system 
which lifted the standard of living of Amer- 
ica and many other countries to the highest 
levels they have ever known is actually los- 
ing ground to another and far older system 
whose ultimate contribution through the 
centuries has been disillusionment, poverty 
and blood. *** The great bulk of the Amer- 
ican people do not understand the elements 
of our system or what it has done for them. 
*** because competitive capitalism depends 
for its existence upon people retaining the 
needed freedom of action and adequate in- 
centives to strive for economic betterment, 
the system will not and cannot endure un- 
less the people are determined to retain 
those indispensable elements of a free econ- 
omy. *** Clergymen, teachers, doctors, den- 
tists, writers, artists, housewives, and of 
course corporate stockholders everywhere, 
are all potential supporters of the free 
economy cause if the facts can be simply and 
widely told.” 


It Is On Your Floor 


ON Belding, chairman of one of the 

country’s largest advertising agencies, 
told the April meeting of the American As- 
sociation of Advertising Agencies, “When 
you talk to people in lower income levels 
you find a large majority who wonder if 
the American capitalistic system is really 
right.” Mr. Belding then proposed that for 
a period of five years advertisers use ten 
cents of every advertising dollar to state 


Complete Trust Company 
Services 


CANADA 


<a QLONNIES 


1 1b RPC A Fe Reh ce Near 





Se FELON PS RIG LC HLS POLE A EO 


eA ROR 


RMN LE LE ITAA IE SIN tL ALTOS SOLAN 


truths which refute the arguments of the 
enemies of private business. 


Is it good sense for us to keep quiet long- 
er? To continue this isolation from the af- 
fairs of our customers and fellow-towns- 
men? To do so reminds me of the logic 
displayed by the little old lady on the 14th 
floor of the hotel who shouted back to the 
fireman, “I’m all right—the fire’s on the 
10th floor.” 


Is it no concern of trustmen and bankers 
to take their stand in the community and 
tell their friends and neighbors the eco- 
nomic facts of life in a free country? Dean 
McCarthy of the College of Commerce of 
Notre Dame comments: 

“We have failed dismally to teach and 
acquire a sound working knowledge of how 
we live .. . these conflicts are the flower- 
ing of a cumulative lack of knowledge re- 
garding economic truths ... We must tell 
our people that corporations are only trus- 
tees for the owners of the tools of produc- 
tion; that the owners of the tools of 
production are men and women who pooled 
their savings to buy land, buildings, tools 
and raw materials; that whenever the sav- 
ings-investor in a corporation fails to re- 
ceive an adequate return or wage for the 
tools, he is being cheated just as surely 
as though he failed to receive rent for use 
and occupancy of a house he might own 
and rent to another.” 


Bankers Speak Up 


T is encouraging to report that a few 

from theranks of finance have raised their 
voices on behalf of the private enterprise 
system. Walter Bischoff of the Old National 
Bank in Evansville, says: “From top to 
bottom business must tell the story of free 
enterprise. It can’t be left to a few of the 
nation’s biggest businesses. If free enter- 


$1,000,000 G. |. FIRST 
MORTGAGES FOR SALE 
Priced to yield 3.62!/,% 
* 


Will sell all or part 
Servicing optional 
Legal for Trust Funds 


Mortgages will be assigned with original 
title policy, G. I. appraisal and credit reports. 


* 
S. R. GAYNES & COMPANY 
Savings & Loan Specialists 


277 Broadway New York, N. Y. 
WOrth 2-2078 





25 


prise is to be maintained, the story must be 
told at the grass-roots—right where think- 
ing people live.” 


Ben Wooten of the Republic National 
Bank of Dallas cites a survey which report- 
ed 30% of the people interviewed as favor- 
ing government ownership of banking as 
well as of railroads and power companies, 
with another 21% undecided, and Mr. 
Wooten goes on to state, “It is the duty of 
business to reclaim that 21% to American 
principles.” 


The United States is the last important 
citadel of private banking and business in 
a topsy-turvy world. We are on trial before 
the world and it is going to take every last 
one of us who believe in that system to sell 
it. We can’t withdraw into our shells and 
play solitaire, or say we'll sit this one out. 


Work With Your Civic Leaders 


E can do a job, each in our own com- 

munity, which will be at once a Public 
and a personal service. As a start we might 
all brush up on our basic economics,—read 
the papers thoughtfully and inquisitively— 
not just the latest league standings nor the 
story of the fourth race at Bay Meadows— 
I mean the labor news, what the local poli- 
ticians are discussing and what’s going on 
at some of the local trade meetings; sort of 
feel the pulse of the community. 


We can foster closer relations with the 
business concerns of our own communities 
by working with them in publicizing and 
dramatizing the benefits of corporate enter- 
prise—the value of tools and necessity of 
profits, and how these work to the advan- 
tage of the employee, the community, the 
consumer, the nation, as weil as the in- 
vestor. 


To Trust Officers 


We locate missing heirs and bene- 
ficiaries at our own expense and risk. 
Our services are often of value on 
termination of trusts. Explanatory 
booklet on request. 


W. C. COX AND COMPANY 
208 S. LaSalle St. 
Chicago 4, IIl. 
Established 1913 
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Business will appreciate every such aid 
given by local financial institutions. After 
all, those of us engaged in trust work and 
banking are in the same boat; it is hardly 
becoming of us to refuse to pull an oar. The 
president of the Union Oil Company of 
California favors the idea of banks and 
trust companies joining with other corpora- 
tions in “a crusade to free capitalism from 
the mystery and stigma with which it has 
been surrounded.” Can we long continue to 
ignore these invitations? 


Where The Job Can Be Done 


E trust men and bankers can contri- 

bute timely and helpful guidance to 
the better understanding, in our communi- 
ties, of the economic consequences of the 
news and current events through recogni- 
tion and acceptance of our civic responsibil- 
ities. We can and should get busy in local 
committee meetings, accept some speaking 
engagements, get up some good material 
for the local editor, perhaps turn out some 
thought-provoking, factual advertisements, 
maybe a pamphlet or two. We can build 
“community influence groups” through the 
schools, the teachers, the clergy, luncheon 
clubs, charitable associations, bar associa- 
tions, trade groups, life underwriters, ac- 
countants societies and similar organiza- 
tions. 


If we can get the picture of the profit 
and loss system across to these people, free 
of meaningless generalities or whitewash, 
we will have gone far towards regaining the 
prestige we lost in the 1930’s and also to- 
wards developing the financial leadership 
which the general public so desperately 
needs today. In doing this, we will be ren- 
dering a public service which will be re- 
flected in better business for all, and par- 
ticularly for our own institution and its 
customers. 


A New and Active Role 


N excellent presentation of this new role 
for the trust man and banker is given 
by Charles C. Carr, Director of Public Re- 
lations, Aluminum Company of America, 
and an official of the Association of Nation- 
al Advertisers, in the March issue of Trusts 
and Estates, under the title, “Community 
Financial Leadership.” He says in part: 


“The basic task needs to be done in the 
home communities in which we operate. Ob- 
viously, if we conduct ourselves properly 
in each locality, the sum total of these 
local impressions will do much to establish 
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our character nationally as a good busiriess 

citizen. 

“The very life of the banking business 
depends upon the preservation and popular- 
ity of the profit-and-loss system. But to 
how many banks has it occurred that they 
themselves are almost in a unique position 
to exert pressure — friendly and helpful 
pressure — upon businesses in their com- 
munity by urging them to follow a com- 
munity relations program which can be the 
salvation of that system? The banker’s 
interest in community affairs cannot be a 
passive one. He knows the problems in his 
community and he should participate in 
their intelligent solution.” 

It is high time that we trust men and 
bankers regain the heritage we lost a dec- 
ade or more ago. We may not become he- 
roes, but at least we will have cleared away 
the mists of misunderstanding and confu- 
sion and if we do the job properly in our 
own communities. 


There are plenty of signs to indicate that 
these few voices will eventually swell into 
a mighty chorus that will bring renewed 
courage and good feeling to a terribly con- 
fused and worried people. 


Advertising — Economic Selling 
Tool 


Today, advertising and every man who with 
Disraeli believes “Property has its duties as 
well as its rights,” face new and challenging 
frontiers. 

To use advertising as a solid tool for effi- 
cient distribution of goods and services is not 
enough. Sights must be set on a higher target 
— to make advertising efficient and socially 
useful as a tool of management, as well as a 
vital tool of selling. 

Communication of great ideas is the most 
badly needed and most restricted commodity in 
the modern world. An industrial leadership 
that neglects an educational medium such as 
advertising to provide moral and _ spiritual 
leadership so vital in time of crisis, is likely 
to lose its franchise to sell widgets. 

During the war crisis, the products of our 
industry and the advertising we created were 
means to an end. With victory came the new 
goal — peace, peace internationally and peace 
internally, that men and women everywhere 
can aspire to better living for their children. 
Today, in another crisis, our products and our 
advertising remain not the end in themselves, 
but a means to this goal. 


From address by Howard Chase, Director 
of Public Relations, General Foods Corpora- 
tion, ANA Meeting, Rye, N. Y. 
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A Report to the Public by Johns-Manville 


This is Johns-Manville’s report to the 
American Public for the past year. 


Here are the highlights of Johns- 
Manville’s annual statement in the critical 


year of 1945. 


Total Income . . ... . 
Forallcosts. . . .. . 41 
(except those shown below) 
To employees for salaries and 
WES « « sw ew we 0 
To government for taxes . . . 3'% million 
To stockholders in dividends. . 3 million 
Leaving in the business . . . 2 million 


$86 million 
million 


36'2 million 


Earnings after taxes were 6 cents per dollar 
of total income or $5.72 per share of common 
stock. 


Wages and salaries were 4214 cents per 
dollar of total income. 


Taxes were 4 cents per dollar of total income. 
Taxes were equivalent to $3.94 per share of 
common stock. 


Behind the figures are important items, 
such as: 


MANPOWER AND PRODUCTION 


Although fully prepared with a detailed program 
for reemployment of veterans; and although 
ready to provide its share of jobs toward the goal 
of “full employment,” Johns-Manville found itself 
as did many industries unable to go to capacity 
production largely because many war workers 
accepted unemployment compensation supplied 
by government instead of peacetime jobs. 


Today, with more than 13,000 full-time em- 
ployees, J-M is trying to recruit 3,000 veterans 
for additional jobs to increase the flow of indus- 
trial products and critical building materials to 
consumers and dealers all over the country. 


STRIKES AND PRICE REGULATIONS 


As Johns-Manville bent every effort to obtain 
more employees and to produce materials in the 
greatest volume possible, a new difficulty arose. 
Higher wages were advocated to offset supposed 
reductions in the work week. Prices, however, 
were held at prewar levels. There resulted strikes 
in many industries, most of them based on de- 
mands for 30% wage increases. In November, 
J-M’s two largest plants, still working overtime 
schedules, were closed by strikes and remained 
closed for four months—the first major strikes at 
J-M in 25 years. 


* 


With J-M prices up less than 5% above prewar 
levels, with average wages increased by more than 
50% and with the cost of materials substantially 
higher, the profit margin on a number of products 
rapidly disappeared. Soon Johns-Manville found 
it could not make a reasonable profit on some 
items and could not recover costs of manufacture 
on others. As a result the company was obliged 
to discontinue making and selling several basic 
products. 


HOUSING 


No report to the public by Johns-Manville would 
be complete without discussion of building ma- 
terials and housing. 


New houses are scarce largely because there is _ 
a shortage of building materials. Why? 


Because of strikes, manpower shortages, rigid 
wartime price controls without needed adjust- 
ments and hinderances from certain features of 
the government’s planned housing program— 
with unfilled jobs on one hand and unemployment 
relief on the other—production of building ma- 
terials is seriously hampered. 


Johns-Manville completely agrees with the 
objective of getting as many homes built as pos- 
sible, at the same time encouraging as much 
industrial construction as practical. Freed of un- 
necessary restrictions and granted modest price 
relief on critical items, the building materials 
manufacturers of the nation can turn out enough 
materials to start the 1,200,000 housing units 
called for in the government’s housing program 
for 1946. In addition, they can produce enough 
for several billions of dollars of other construction! 


ABOUT THE FUTURE 


Despite the obstacles which are discussed in this 
report, Johns-Manville has faith in the future. 
We believe in America and in the American sys- 
tem of free enterprise. 


We believe that it is just as important to pro- 
vide jobs for veterans as it is to provide housing. 
In 1945 we announced a $50 million improvement 
and expansion program. 

Given an opportunity to expand and produce, 
we anticipate a big increase in the number of 
permanent jobs at J-M and in the volume of 
materials we supply. 


teint. 


PRESIDENT, JOHNS-MANVILLE CORPORATION 
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M aANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 
June 30, 1946 


RESOURCES 
Cash and Due from Banks ... . $ 560,937,086.87 
U. S. Government Securities . . .  1.360,049,029.81 


U. S. Government Insured F. H. A. 
Mortgages... . 3,927,687.45 


State and Municipal Bonds. . . . 15,436,239.09 
Stock of Federal Reserve Bank . . 2,475,000.00 
Other Securities . . . es 19,964,927.00 


Loans, Bills Purchased and 
Bankers’ Acceptances .... . 490,061,485.44 


Es, 6 GG & sah A |S 10,564,179.30 
Memking Mowess . ww te. 11,462,030.67 
Other Real Estate Equities . . . . 305,780.51 
Customers’ Liability for Acceptances 7,408,873.50 
Accrued Interest and Other Resources 6.932,439.69 


$2,489,524,759.33 
LIABILITIES 


Capital . . . . . $41,250,000.00 
Surplus... . . 41,250,000.00 
Undivided Profits . 33,604,839.50 $ 116,104,839.50 


Reserve for Contingencies . . . . 9,476,214.52 


Reserve for Taxes, 
Unearned Discount, Interest, etc. 10,309,418.74 


Dividend Payable July 1,1946 . . 1,237,498.20 
Outstanding Acceptances... . 8,508,737.64 


Liability as Endorser on Acceptances 
and Rescion MD A a oe wine 331,025.12 


Depeee .. www es os . SOARS OSS 
$2,489,524,759.33 


United States Government securities carried at $272,989,542.48 are pledged to 
secure U. S. Government War Loan Deposits of $241,461,153.23 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Principal Office: 55 Broad Street, New York City 
71 BANKING OFFICES IN GREATER NEW YORK 
European Representative Office: 1, Cornhill. London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 
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DON’T CHANGE RULES—PUBLISH THEM 
Advertising As a Tool of Economic Education 


K. G. PATRICK 
Special Representative, General Electric Company, New York City 


SN’T it about time we used advertising 

as a tool of economic education? And the 
answer is yes. If we never succeed in educa- 
ting a single consumer in this broad land, 
we will at least, in the struggle, absorb a 
little education ourselves, and that is a very 
healthy thing. But let’s quit posing the 
question and do it. 

To some degree we have been doing it, 
by trial and error. When the heat is on, as 
it was on General Motors and U. S. Steel and 
General Electric during the recent strikes, 
you can’t be quite as casual or studied in 
your approach, and you have to get in and 
pitch, and learn what you did wrong by 
counting your bruises. Parenthetically, let 
me say that nothing will improve your 
technique in talking to the public like a 
good strike. 


We Took It for Granted—Others Did Not 


RODUCT advertising has been so effec- 

. tive that our grasp threatens to vitiate 
our reach. We must have thought it was per- 
fectly evident to the consumer who repeat- 
edly bought our product, that we are intelli- 
gent and necessary factors in the economic 
scheme. But now we know that we were 
misleading ourselves. You have seen your 
neighbor become violently convinced, over- 
night, that the companies which supply 
those products also make a practice of trad- 
ing with the enemy, conspire to defraud the 
public, participate in foreign cartels, keep 
their employees on starvation wages, and 
cheat the government out of taxes. It is 
irrational. It is destructive. But it is a fact. 
One of the most frightening manifestations 
of our neglect you will find in the schools 
and colleges, among students of all ages, 
among your own children, and many of 
their teachers. Begin a conversation with 
them and you will shortly find yourself on 
the defensive. The word ‘profit’ has a sin- 
ister connotation for them. The word ‘busi- 
ness’ is suspect. ‘Corporation’ is definitely 
anti-social, and ‘dividend’ is something that 


In address before Association of National 
Advertisers Spring Meeting, Westchester 
Country Club, N. Y. 


used to be wrung out of the hides of the 
working stiffs but which will definitely be 
extra-legal come the revolution. 


On the Doorstep of Business 


GREAT many people have admired what. 

we had done in the way of war produc- 
tion, but they were convinced that we had 
made tremendous wartime profits. They 
didn’t see why the prices of our products 
should be increased, because now it was so. 
easy to sell. They were convinced that most 
employees of American industry were badly 
paid and were unable to make ends meet. 
They were pretty sure that money paid out 
in dividends went where it was neither 
needed nor deserved. They had no concep-. 
tion of the function of reserves, nor the 
difference between operating expenses and. 
capital. They had little respect for the money 
spent by industry to enlarge its plant, in- 
crease its facilities, and train its people. 
When it came to so-called institutional ad-- 
vertising dollars, including those spent in. 
trying to explain strikes and what we were 
doing, those evidenced the fact first of all 
that industry really had lots of money and. 
could well afford to disgorge it. 


General Electric, and other organizations 
similarly afflicted, eventually applied for 
injunctive relief where it was justified. In 
many places across the country these in- 
junctions were simply disregarded; in oth- 
er places there were days of violence. Re-- 
gardless of the merits, the issue was nar- 
rowed to this—law enforcement officers. 
were trying to enforce the law. Yet thou- 
sands of good Americans, by some rational-- 
ization of their own, bitterly condemned 
both courts and police, and laid the blame 
at the door of industrial management. 


What should be of rather pointed interest 
to us as craftsmen is the fact that we have: 
either miserably failed, or perhaps have 
never even seriously undertaken, the most 
important part of our job. 


This is no time to advocate advertising 
as a sort of perpetual exhibit of the graphic: 
arts and the auto-intoxication of corpora- 
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tion officials. But somewhere between this 
narcissus-like practice and the hell-for- 
leather selling copy, there is a simply tre- 
mendous area in which we must put to 
work our best brains and our most impor- 
tant dollars and a lot of sweat to sell the 
American public, and its children, and their 
teachers, the idea that private enterprise 
is an honest woman who is nice to know, 
that she pays taxes, changes her sheets, 
is kind to animals, sets a good table, and is 
not afflicted with a social disease. 


A Very Personal Job 


E can’t do this job, in my opinion, by 

being pompous or dull. We can’t do it 
sporadically, with an extra page on Navy 
Day. We can’t do it by addressing the public 
only in the mass. I think we have to talk 
to them a family at a time. I don’t think 
it is a job that can be done by space adver- 
tising, or radio, or by any of the mass 
media alone. These can only complement a 
program of instruction in our business sys- 
tem that consists of employee activities, 
active cultivation of stockholders, a broad 
educational effort in schools and colleges. 
Finally, I don’t think it is something that 
can be handled by trade associations or 
groups such as the NAM. This is something 
too big to be met with a campaign. It must 
be consistent. It must not be left to the ad- 
vertising manager and his agency alone, 
because it is the missionary job of every 
man and woman who is umbilically joined 
to the business community. 


What business faces now is not violence 
or flaring hostility, but a long, slow ground 
swell of misunderstanding and discontent. 
Our picket lines are in the minds of the 
people who live next door, just where you 
might least suspect them. In the hundreds 
of letters we have received from our own 
employees we found somewhat to our sur- 
prise a rather full grasp of the economics 
of the postwar situation. It was in the let- 
ters from clergymen, teachers, attorneys, 
merchants, and housewives that we found 
what appeared to be total ignorance of the 
business machinery. Our difficulty is that 
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we don’t have the time or resources to take 
the man next door into our office and tell 
him what his stake is in the system of free, 
private enterprise. Somehow, by the exer- 
cise of the practices we have called into 
being and refined in the course of selling 
goods and services, we must do this job. 


Back Fence is Ivory Tower 


OR the last several years most of us 

have been trying to do something to take 
our balance sheet and profit and loss state- 
ment away from the certified public ac- 
countants and give it some life for the 
stockholder and casual reader. These efforts 
have been painfully slow. I resent, as you 
must, hiding our light under the cold gray 
bushel of eight-point type, practically un- 
noticed, while a lot of monkeys in Union 
Square shout to the housetops their opinion 
that we are a decadent, disillusioned, anti- 
social, and bankrupt race, not fit to be ad- 
mitted to the inner circles of planned social- 
ism. 


There is nothing structurally wrong with 
our system, but we have, perhaps carelessly, 
taken it for granted. We don’t have to 
change the rules. We have to publish them. : 
We need to tell the story of American Busi- 
ness, not in statistics from the ivory tower, 
but in a more relaxed key, over the back 
fence. Instead of addressing such groups 
as this on advertising as a tool of economic 
education, let’s go home and tell the kids 
why we spend so much time away from 
home, what it means to them, and what a 
wonderful adventure it is to be in business 
in America. 

ee ee eee 


PLANT COMMUNITY ADVERTISING — 


Can increase production and employee and 
well as company prestige, according to Fred 
Rudge, writing in the June 7 issue of Printers’ 
Ink. He also lists security, compensation and 
advancement factors, methods of education 
and information, supervisory and working con- 
ditions which go to make up industrial rela- 
tions policy, with explanatory notes. Indi- 
vidual and collaborative campaigns, he stated, 
could do an important job by telling the 
economic facts. 
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— THE CAPITALABOR TEAM — 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


SPECIALIZATION 


The complexity of present business organiza- 
tion today, tends not only to insulate workers 
from the thinking of policy making manage- 
ment, but also, through both specialization of 
labor and transfer of skills from workers to 
machines, tends to make men feel less proud 
of their work and less important as_ indi- 
viduals—ROBERT CRAIGHEAD, Associate, 
Robert F. Stone & Co., Cleveland. 


PRODUCTIVITY INCENTIVE PLANS 


“The surest way we can continue to enjoy a 
steadily rising standard of living within the 
framework of our democratic way of life is 
for us to continue to produce and consume 
more and more useful things. The only way 
this can be accomplished is by means of a 
steadily rising productivity per man-hour. A 
powerful tool for helping us maintain this 
desirable objective is a well-conceived, well- 
executed incentive plan. For the retail craft, 
the group incentive approach holds great 
promise.”—J. J. THRUSH, vice president 
and controller, Macy’s, Inc., New York, in ad- 
dress to National Retail Dry Goods Ass’n. 


THE SECRET OF HIGH LIVING 
STANDARDS 


Free enterprise and free labor have raised 
American productive efficiency to a point un- 
equalled in any other country. No communist 
dictatorship has been able to give its people 
even half the living standard achieved in 
America under free enterprise, by increasing 
productivity and raising wages through col- 
lective bargaining. Every worker knows that 
a wage increase must be produced before it 
can be paid.—A.F. of L. “Labor’s Monthly 
Survey—Dec. ’45. 


ONE-SIDED 


“If there is anything that an alert, aggres- 
sive, self-respecting labor group hates, it is a 
management ‘proposal’ which is submitted as 
a plan so completely worked out that there’s 
nothing left for labor to contribute .. .” 
FREDERICK BOWES, JR., public relations 
director, Pitney-Bowes, Inc., Stamford, Conn. 


COMMUNITY OF INTERESTS 


The best wages and best working conditions 
have been the rule in the profitable businesses 
rather than in those which were ecenomically 
backward or weak. ... A number of corpora- 


tions through annual reports addressed to 
both their stockholders and employes, are be- 
ginning to describe interestingly, and with 
a wealth of factual material, the anatomy of 
business organization and economics. To un- 
dermine economic faliacies and eradicate eco- 
nomic illiteracy, these concrete facts are prob- 
ably the most cogent weapons... . Increasingly, 
leading enterprises are considering methods 
to convince their employes of the community 
of their interests and that of the business in 
which they are earning a_ living —EMIL 
SCHRAMM, president, New York Stock Ex- 
change in address to New Jersey Bankers As- 
sociation, May, ’46. 


BUSINESS ECONOMICS FOR 
SUPERVISORS 


Hourly meetings once a week for groups 
of supervisors, superintendents and foremen 
at Honeywell-Minneapolis Regulator Co., pro- 
vide a forum for discussion of “what makes 
business tick.” Lectures, followed by ques- 
tion-and-answer periods, on company time, dis- 
cuss basic economics of productivity, profits, 
what various items in the company’s balance 
sheet and financial statement mean. One meet- 
ing appraised popular ideologies and ideas for 
higher employment level, another “where do 
wages come from?” Voluntary commendations 
proved popularity and second step will be ap- 
plication of principles to departmental prob- 
lems. (See article by Charles W. Drew, direc- 
tor of training, in Metropolitan Life’s “Exe- 
cutive Service Bulletin” for March.) 
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WHY 


CONNECTICUT 


GENERAL 


IS FIRST CHOICE 


WITH MANY 


TRUST OFFICERS 


Connecticut General men, thoroughly trained in 
estate analysis and planning, offer many special advantages in their 
work with Trust Officers. They are experienced in the preparation 
of essential analyses and can often save the Trust Officer’s time in the 
coordination of information on the client’s needs. They are thor- 
oughly cognizant of the very important part both Trust Officers and 
Lawyers must play in a majority of cases, and also, and this is im- 
portant, know where the Life Underwriter’s work begins and ends. 
They also have access to the Connecticut General Advisory Bureau 
for technical advice. All of these factors work together to make the 
Connecticut General Life Underwriter a good person for Trust Officers 


to work with. 


So if the card reads Connecticut General, it announces an Under- 
writer whose training and experience can be put to good advantage 
in your work. And, too, we are pretty sure you will like working 
with him. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 





COORDINATING INSURANCE AND 
GENERAL ESTATE 


Suggested Will and Trust Provisions Relating to Life Insurance 


BENJAMIN M. BECKER 


Member of The Illinois Bar; Lecturer on Faculty 
of De Paul University, College of Law 


IFE insurance today constitutes a very 
sizeable portion of the estate of both 

the modest and more substantial estate 
owner. Trust officers, life insurance under- 
writers and attorneys specializing in estate 
planning are generally aware of the reasons 
why an appropriate will or living trust, or 
both, should be prepared for the estate own- 
er. In their preparation, the emphasis in 
recent years has been on income and estate 
tax incidence. Yet it is equally important to 
include in wills and trust agreements ap- 
propriate provisions for the treatment of 
life insurance policies which may ripen 
into substantial cash receipts to an estate 
or beneficiary, as well as provisions for the 
payment of premiums on policies on lives 
other than the testator or settlor. There 


are set forth below a few suggested provi- 
sions. 


Investment of trust funds in life insur- 
ance policies: Unless the instrument creat- 
ing the trust specifically spells out the kind 
of investments that may be made, the trus- 
tee is limited to such investments as are 
permitted by the applicable state law. Some 
states have statutes specifically permitting 
the investment of trust funds in life insur- 
ance or annuity policies. In the “prudent 
man rule” states a trustee could probably 
invest in life insurance and annuity con- 
tracts. 


The situations justifying trustees’ in- 
vestment in life insurance and annuity pol- 
icies are many. Where, for example, pay- 
ment of income is to be deferred until the 
beneficiary attains a specified age, invest- 
ment of a moderately-sized trust fund in a 
deferred annuity might well be the most 
economical method of executing the trust. 
Another example of the use of such contracts 
is the provision for an annuity payment 
beginning with the commencement of the 
trust, with such annuity made a first charge 
on the income and principal of the estate, 
and principal distribution to be deferred 


until the death of the annuitant. The pur- 
chase of an immediate annuity for the 
named beneficiary would make feasible the 
earlier distribution and enjoyment of the 
estate. An example of the benefits of invest- 
ing trust funds in the purchase of life in- 
surance is the case where the owner of a 
modest estate wishes first to provide an 
ample income for his wife and creates a 
wasting trust; it is anticipated that upon 
the death of the life tenant very little if 
anything will remain for surviving chil- 
dren. Life insurance purchased by the 
trust on the life of the spouse, with the 
trust or the children as beneficiary, might 
increase substantially the potential estate 
to be enjoyed by the family. 


In order to assure the maximum effi- 
ciency and economy in administration it is 
advisable to include a provision permitting 
the trustee to invest trust funds in life in- 
surance and annuity contracts. Considera- 
tion should, however, be given to the type 
of contract which the trustee may be per- 
mitted to purchase. 


Termination of trust and purchase of 
life insurance or annuity contracts: Fre- 
quently the limited quantum of the trust 
corpus makes it highly uneconomic to con- 
tinue a trust which was created in antici- 
pation of a trust estate of sufficient size td 
warrant the creation of a trust. Discretion 
might well be lodged with the trustee to 
terminate the trust, and in such event to 
purchase life insurance or annuity contracts 
with income to the beneficiaries then en- 
titled to income under the trust. A suggest- 
ed provision might read as follows: 


Notwithstanding the other provisions of 
this will, the trustee may at any time 
terminate, in whole or in part, any trust 
hereunder or share of the trust estate 
hereby created which shall amount to 
$15,000 or less. In case of such termination, 
the trustee shall either (a) distribute forth- 
with the share of the trust estate so 





terminated to the persons then entitled to 
receive the net income, in the same propor- 
tions in which they are entitled to such in- 
come; or (b) purchase with the assets of 
the terminated share and deliver to the 
persons then entitled to receive the income 
of such share, and in the same proportions 
in which they are entitled to such income, 
life insurance, annuity or endowment policy 
or policies, incorporating combined life, an- 
nuity, or endowment features, in such form, 
upon such life or lives, and upon and sub- 
ject to such other terms and conditions as 
the trustee shall deem proper and for the 
best interests of the several beneficiaries 
thereof. Upon such distribution and de- 
livery the said trust or share shall finally 
terminate and the trustee shall not be liable 
or responsible to any person or persons 
whomsoever for its action, nor shall it be 
liable for failing or refusing at any time 
to terminate a share of the trust as author- 
ized by this paragraph. : 


Payment of premiums on children’s poli- 
cies: With the growing popularity in re- 
cent years of life insurance policies pur- 
chased by parents on the lives of children, 
it is desirable for the creator of a trust to 
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consider the necessity of providing for the 
payment of the premiums on such policies 
after his death.* It might well be provided 
that the trustees shall have the power to 
continue to pay the premiums on children’s 
policies purchased by the settlor. As an 
alternative, consideration might be given 
to authorizing the trustee to prepay all of 
the premiums due on such contracts. In 
any event, adequate provision should be 
made so as to avoid the unreasonable lapse 
of such policies. 


Making life insurance proceeds payable 
to estate or trust: Quite frequently estate 
owners have over a period of years pur- 
chased life insurance payable to specifically 
named beneficiaries, such as a wife and chil- 
dren. Then, as the general estate is in- 
creased, consideration is frequently given 
to the creation of a testamentary or living 
trust wherein the wife is given a life estate, 
to avoid second death duties which might 
otherwise arise upon the death of the life 
tenant. Where the wife has a dower right 
or a right to renounce the will and take 
outright a portion of the estate, the inten- 
tion of the creator of the trust would be de- 
feated were the wife, by renouncing the 
will, to receive the portion of the general 
estate to which she is entitled by law, as 
well as the proceeds of life insurance made 
payable to her directly. In anticipation of 
this possibility, a portion or all, if neces- 
sary, of the life insurance on the husband’s 
life might well be made payable to his es- 
tate; at least sufficient of such insurance 
should be made payable to the estate so 
that the intention of the creator to keep 
intact his general estate (other than life 
insurance) might not be defeated by the 
act of the wife in renouncing the will. 


Payment of death taxes without appor- 
tionment: Through the able assistance of 
advanced life underwriters, many estate 
owners have carefully arranged an insur- 
ance program with distribution for the 
most part under the settlement options. 
Consideration must be given to the impact 
of death taxes upon such plans. Where, 
under the Federal or State law, death duties 
are to be apportioned among the various 
legatees and recipients of property outside 
the estate—such as life insurance—this 


*Of course, the problem does not arise in 
the case of so-called “juvenile policies” on 
which premiums are paid until the child 
reaches majority in the event the parent 
dies in the interim. 
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might well destroy a well planned insur- 
ance estate. In such cases provision should 
be made in the will or trust for the payment 
of death taxes out of the general estate, 
without apportionment. 


Designation of contingent beneficiaries 
to take life insurance proceeds: Where pri- 
mary and secondary beneficiaries have 
been named in life insurance or annuity 
policies to take death benefits, and no pro- 
vision has been made for contingent bene- 
ficiaries thereafter, it is well to name the 
person or persons to take the proceeds in 
the event of the death of the persons named 
in the policies, and the share which such 
persons shall take. In trusteed business pur- 
chase arrangements it is generally provid- 
ed that the proceeds of the insurance poli- 
cies purchased in that connection or the 
sales price shall be paid over by the trustee 
to the estate of the deceased owner. Where 
it is desired that such proceeds shall be 
trusteed for distribution to the deceased 
owner’s heirs in installments, it is well to 
spell out the manner in which the proceeds 
derived from the sale of a business interest 
shall be distributed. 
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Payment of premiums on policies pur- 
chased by wife on life of husband: Since 
the change in the Federal law making tax- 
able to the insured’s estate proceeds of poli- 
cies assigned by him but on which he pays 
premiums directly or indirectly, many poli- 
cies have been written on absolute owner- 
ship form, the wife making the purchase 
and paying the premiums out of her sep- 
arate funds. The contingency must be an- 
ticipated that the wife might predecease 
the husband, leaving policies on the hus- 
band’s life as part of her estate. Provision 
should be made in the trust created by the 
wife, by will or inter vivos, that premiums 
on such policies shall continue to be paid 
by the trustee; failure so to provide might 
result in uneconomic lapses. 


Appointment of guardian for children: 
Insurance proceeds payable to minor chil- 
dren may not be paid to the children direct- 
ly. In such case-the instrument, if a will, 
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aries, and use such proceeds for the benefit 
of such minors in such manner as the trus- 
tee may determine. 


Exercise by trustee of optional settle- 
ments under life insurance policies: Fre- 
quently insurance proceeds are made pay- 
able under various optional settlements. 
The uncertainty of economic conditions in 
the immediate or distant years may make 
it desirable to vest in the trustee the power 
to elect the optional settlements. Insurance 
companies vary in their practice with re- 
spect to the granting of such rights to 
trustees. Thus, the practice of the particu- 
lar insurance company should be ascer- 
tained.* 


Trusteed insurance proceeds made avail- 
able for death taxes: Proceeds of life in- 
surance trusts are generally distributable 
in accordance with the same distributive 
plan as provided under the will of the in- 
sured. Frequently the non-liquidity of the 
general estate, as where the general estate 
consists for the most part of stock in a 
*See Fenniman, “Insurance Options for 
Trustees,” June 1946 Trusts and Estates 
577. 
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closed corporation or an interest in a part- 
nership, makes it desirable that the insur- 
ance proceeds be available to the executor, 
administrator or trustee of the general es- 
tate, for the payment of death taxes, for 
loan to pay death taxes or for use in distri- 
bution to heirs pending the liquidation of 
the general estate. In such cases, the life 
insurance trust agreement should vest in 
the trustee the power to make such loan or 
advancements to the general estate. A di- 
rection to make the proceeds available to 
the estate should be avoided as it will ren- 
der them taxable. 


* * * 


With the pressure of current and urgent 
business problems, too few estate owners 
carefully plan their estates. Even where 
the estate owner has planned his estate, 
too frequently an estate plan carefully con- 
ceived under one set of circumstances is 
not adjusted from time to time to meet 
changing personal circumstances and eco- 
nomic conditions. Furthermore, following 
the planning of an estate additional insur- 
ance is very frequently purchased without 
coordination into the general estate plan. 
The alert estate planning adviser might 
well bring to the attention of the estate 
owner the necessity of coordinating his 
trust with a well-devised insurance pro- 
gram. ~ 


Ed. Note: Reprints of this article are 
available; prices on request. 


Chicago Community Trust 
Disbursed $269,704 


One hundred and sixty-eight institutions for 


education, health and welfare purposes in 
Chicago and vicinity or serving Chicago peo- 
ple received gifts amounting to $269,704 from 
the Chicago Community Trust in 1945, accord- 
ing to report released last month by Chairman 
Edward L. Ryerson. 


The Trust received in 1945 twelve new cap- 
ital gifts and bequests of $814,609, which were 
added to its community endowment funds. 
Total book value of capital of the Trust at 
December 1, 1945, was $9,640,158. 


Of eighty Community Trusts in the United 
States and Canada it is exceeded only in cap- 
ital endowment by the New York Community 
Trust. In thirty years its total distributions 
for welfare purposes have amounted to 
$3,243,378, according to Frank D. Loomis, 
Executive Director. 
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INVESTMENT PRICING TUG-OF-WAR 


Cautions from Past Parallels 


BARNIE F. WINKELMAN 


Mr. Winkelman, a member of the Philadelphia Bar and one time 
financial adviser to the Philadelphia Record, is the author of “Ten Years 
of Wall Street,” a financial history of the 1919-29 decade. Among his 
other works are biographies of John D. Rockefeller and John G. Johnson, 
the latter regarded by many as the outstanding lawyer in the country at 
the turn of the century, and numerous articles in financial publications. 


—Editor’s Note. 


HERE may still be a few stubborn 

doubts that the nation is experiencing 
a major boom.! But to point out that defla- 
tionary as well as inflationary forces are at 
work, is merely to emphasize the obvious. 
On the one hand the demands of the war- 
years—the great increase in the number of 
employed and the rise in wages, the curtail- 
ment of normal production for consumer 
needs, the destruction of foreign sources of 
supply—have raised the price level. And 
this trend gen2rates its own momentum. 


Fortunately other forces must be reckoned 
with. The vast productivity of the machine 
age, the resourcefulness of industry, tech- 
nological advances and substitutions, even 
ultimate consumer resistance, makes the 
upward movement a tug-of-war, rather than 
an easy advance. In fact as long as our fac- 
tories are functioning the climb of prices 
of commodities or securities is not apt to 
be as precipitate as the later declines. 


Period of Speculation 


7 E are in a period of unbridled specula- 
tion. Only those in the centre of the 
whirling spiral seem to be unmindful of 
what is happening. Muttering still arises 
from real estate boards and commodity 
dealers at official controls—or attempted 
controls, although prices in each field have 
skyrocketed as much as one hundred per 
cent, and business volume is up at least as 
much (measured in the inflated prices). 
Of course there is always pressure from 
new groups who have come late upon the 
scene, and whose only hope lies in a continu- 
ation of the rise. 


It is well to realize that certain happen- 
ings are definitely a part of the pattern of 


INO INFLATION COMING, by Wil- 
liam J. Baxter, (International Economic 
Research Bureau) 


boom. When real estate becomes” a: liquid 
asset, when industry has no need for sales- 
men, when manufacturers consign their 
merchandise to retailers upon a five per 
cent commission basis or open up their 
own stores, when business rentals can be 
doubled and trebled, when new issues. of 
stock find ready absorption, when business 
becomes synonymous with success and capi- 
tal ventures with profit, . . . when such 
things are upon us, we must know that the 
final years of a major cyclical upturn are at 
hand. 


Such a state of affairs and such a trend 
may indeed continue for three or four 
months or three or four years: but tha 
does not obviate the dangers or the pitfalls; 
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The longer such abnormalities endure the 
more likely they are to be accepted as the 
essence of normal business. We will have all 
the roseate appraisals and forecasts that 
belong definitely to the “pathology of a bull 
market,” even as we were regaled for over 
a full decade with what has been termed 
“the pathology of depression.” 


“For the rest, the prophecy of doom, the 
promise of salvation, the basic postulates 
and the jargon—all of these belong to the 
pathology of the depression exactly as the 
promises of the high pressure salesmen be- 
longed to the pathology of the inflation. 
They may be honestly intended. But they 
are none the less a collection of booby traps.” 


Walter Lippmann, cited by R. L. Smitley 
in Popular Financial Delusions. 


It is tempting to treat a boom in piquant 
but vague phrases. However, these offer 
little enlightenment and less guidance to 
the business man who must chart a daily 
course through conflicting currents, or to 
the trustee and guardian of numerous es- 
tates. Romantic fiction and a gift for the 
picturesque indicate that in the present 
phase of the economic cycle “everybody 
makes money,” or that the entire communi- 


INVESTMENT 
RESULTS 
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dividual investors are achieved consis- 
tently by professional investment coun- 
sel — through the very procedures and 
qualifications which mark that counsel 
as professional. 

To the task of successfully managing 
investments, professional counsel brings 
specialized experience, training and 
judgment, plus the facilities and abili- 
ties to conduct exhaustive research. 
These considerations alone raise profes- 
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of ordinary investment management. 
The story of how such counsel achieves 
results is available without obligation 
to investors with substantial funds. 
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ty “loses its head;” that investors and spec- 
ulators, “checkbooks in hand, stormed the 
tickers,” or that “every stenographer and 
bootblack was in the market.” Charles 
Dickens has given us an entrancing descrip- 
tion of a boom: 

“A mania prevailed. A bubble burst. 
Four stock brokers took villa residences at 
Florence. Four hundred nobodies were 
ruined .. .” 


It is well to recall the darker side of the 
business cycle and to realize how treacher- 
ous the investment terrain can be. But it is 
difficult and perhaps impossible for anyone 
riding the current tide really to feel the 
hazards. There can be no substitute for ex- 
perience, and even experience is quickly 
forgotten.” In fact, for the individual, cau- 
tion may be a handicap in such a period and 
boldness a better course. 

But the large investor and the institu- 
tional holder of stocks and real estate can- 
not put their faith in brilliant coups. They 
must sell on a rising market and be uncon- 
cerned by the thought that it may go high- 
er. Their shelves may be bare and their 
real estate departments may have largely 
“sold themselves out of jobs.” Such a condi- 
tion in itself is a symptom of the times, 
and the wisdom of lightening the load of 
assets acquired by foreclosure is contra- 
dicted neither by a building boom nor by a 
more blatant speculation that may lie ahead. 


Pattern of Upward Cycle 


OWEVER, a pattern may be discerned 

in the upward cycle and that is ap- 
plicable to all classes of securities. The first 
advances in bonds, the subsequent improve- 
ment in preferred stocks and the later pop- 
ularity of common stocks, find a parallel in 
the broadening of all speculative markets to 
include the least meritorious of equities. 
This is subject to the corollary that on the 
Exchange a high degree of selectivity may 
persist through even the final stages of a 
boom. 


“During the 1920’s it was my privilege to 
be associated in the practice of the law with 
men many years older than myself, who 
had a keen recollection of the depression of 
the 1890’s. Their conservative advices were 
received with something less than respectful 
consideration by the younger generation of 
investors and business men. In not a few 
instances their misgivings over the antics 
of the boom era were attributed — with a 
show of politeness — to senility, rather 
than stupidity and stubbornness. 





&. 
bi 
is 
f 
es 
ei, 
Ps 
z, 
s 
é 


A sensible and conservative approach to 
this problem was offered many years ago by 
William Hamilton, the editor of the Wall 
Street Journal, when he stated: 

“In a bull market prices tend to outrun 
values. At the beginning of a major bull 
movement stocks are clearly selling well be- 
low the line of values as a consequence of 
the forced liquidation in a previous bear 
market. 

“The tendency with returning confidence 
is to advance toward the line of values, 
which is also rising as a general rule. This 
is the secondary stage of a major bull 
movement, and the last stage is that in 
which stocks are selling above the line of 
values, and people are buying not on pres- 
ent yields, but on future possibilities.” 
Nothing is more deceptive and requires 

more study than an appraisal of normal 
values. In good times one may buy a stock 
or a parcel of real estate for eight or even 
ten times its annual earnings, and a few 
years later after these earnings are cut in 
half can sell on a market that multiplies 
them by four or five—or_ even less—to 
establish the price. And changes many 
times more drastic can occur and have oc- 
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curred, especially where one deals in equi- 
ties and a high degree of “leverage” is in- 
volved. 

It would be a mistake to assume or to 
imply that the present phase of business ac- 
tivity is highly ephemeral and will pass 
with the swiftness of a rocket. An excel- 
lent case may be made for an inflation even 
more drastic than that yet experienced. 
One can point to a national debt many 
times the heritage of World War 1; to the 
increasing interdependence of lands and 
peoples and the impact of revolution, war 
and famine abroad upon our economy at 
home.? : 


3The incidence of taxation, the curtail- 
ment of margin trading in securities and 
the general use of FHA and other forms of 
installment mortgages must also be taken 
into account. Brokers have noted a thinness 
of the market in stocks during the advances 
of the last few years, and not a few fear a 
similar condition in any decline. Even regu- 
lation by the S.E.C. and, what may be more 
important, public confidence that invest- 
ment has been made safe by official action, 
cannot be ignored. 
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Against such factors one must weigh the 
productivity of the American industrial 
machine and recall the stupendous flow of 
war materiel that began so shortly after 
the outbreak of hostilities. In the exacting 
task of weighing these forces there is fre- 
quently the enigma of deciding how far 
abundance and cheapness of consumers 
goods will prove positive or negative in the 
expansion of business or the raising or low- 
ering of the general price level. 


Old Standards Best? 


SHE holder of stocks and real estate— 
‘T even the trustee*—has a high degree 
of freedom of action. But the manufacturer, 
who must buy vast quantities of raw ma- 
terials and the merchant who must place 
his orders months in advance, has no ready 
solution to his problem. For them, drastic 


4The danger of surcharge for failure 
to sell—and in some cases for selling in a 
depressed market—has been lifted some- 
what. Seamen’s Estate, (Pa. Supreme 
Court 1939) which was annotated in these 
columns, is hardly controlling in view of 
later decisions in that court. In the light 
of the subsequent rise in securities the lan- 
guage of that case seems as unfortunate as 
the surcharge. 
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changes in the commodity price level will 
at some time spell losses. 


There is no agreement even upon a defini- 
tion of terms. Inflation means a rampant 
devaluation of the currency to one mind 
and a simple rise in prices to another. In 
such a period there will be much emphasis 
upon rising standards of living, and pros- 
perity will become synonymous with high 
prices to many others. Amid such a welter 
of fact and opinion it would seem to be the 
best course to follow the pattern of the 
past. In economics too the rule would seem 
to hold good that the more things change 
the more they remain essentially the same. 
My guess wouid be that after the tumult 
dies away the old standards will hold fast. 
In a rising market the selling will prove 
wiser than the buying; it may be a matter 
of regret, but not grounds for remorse that 
one has sold too soon. 

a 


New Issues of Stocks 


Over $900 million of common and preferred 
stocks sold by investment bankers in the first 
five months of this year, was the largest 
amount since 1930. The larger portion consti- 
tuted new common stock offerings. In April 
and May when successive new peaks were 
reached, securities issued for expansion of 
working capital and plant and equipment ac- 
counted for 45 per cent and 21 per cent of 
new issues respectively. In giving the figures, 
the May Monthly Review of the Federal Re- 
serve Bank of New York observed that princi- 
pal gains in new issues were registered in 
lower-priced common stocks, indicating a spec- 
ulative trend in the investment field. 


Turnover in stocks traded on the New York 
Stock Exchange for the first five months of 
the year totalled over 173 million shares. 
While this is the highest volume for the same 
period since 1937 (212 million shares traded) 
it compares with an average of 140 million 
over the fifteen years since 1932. 

——— — (9 


Additions to Legal List 


The State Banking Board has added to the 
New York legal list as of June 12, 1946, the 
following securities: 

Alabama Power Co., first mortgage 3s, 
due 1972; Appalachian Electric Power Co., 
first mortgage 3%s, due 1970; Monongahela 
Railway Co., first mortgage 3%s, series B, 
due 1966; Illinois Central Railroad Co., eq tr 
3s, series S, due to 10/1/54, and eq tr 2s, se- 
ries V, due to 3/1/51; New York Central Rail- 
road, eq. tr. 1%s, due to 2/1/51, and eq. tr. 
2%s,, due to 7/15/51; Pennsylvania R. R., eq. 
tr. 4s, series E, due to 1/15/49 (not stamped 
as to deferment). 
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STANDARD CLAUSES FOR WILLS 


Tested Forms for Testamentary Trusts 


Fifth in a Series 


RALPH R. 


Neuhoff & Millar, 


Powers of Trustees in a contingent trust 
No. N 114 


In the event that by reason of the provi- 
sions of Clause _...... hereof, applicable if 
my mother shall predecease me, or by rea- 
son of the provisions of Clause _________ here- 
of, applicable at the termination of the 
Trust hereinabove created for my mother 
if she survives me, the share which would 
otherwise go to a descendant or descend- 
ants of a deceased niece of mine is required 
by reason of the age of said descendant to 
go instead in trust to said F and G and 
their successors, then, in any such event, 
said TRUSTEES shall take possession of, 
hold, manage and control the property con- 
stituting said share or shares (each share 
constituting a separate trust) with power 
to rent and lease the same, and shall collect 
all rents, income, issues and profits thereof, 
as I might do if living. Said TRUSTEES 
shall also have such other powers and duties 
as are provided below with reference to all 
Trusts under this Will. 


Class O. Compensation of Trustees 


(It is advisable to discuss the matter 
of compensation with the named fiduciary 
prior to execution of the will. Inasmuch 
as the law or custom varies widely from 
State to State and even locally, the fol- 
lowing clauses are merely illustrative.) 


Compensation of Trustees—extra charges 
not permitted No. O 115 


The TRUSTEES of any trust created 
hereby shall receive for their services five 
per cent (5%) upon the gross income each 
year accruing to the Trust Estate, and five 
per cent (5%) upon the fair market value of 
the principal of the Trust Estate as and 


This series, which will be concluded 
in the next issue, will be available in 
pamphlet form. Prices on _ request. 
—Ed. Note. 


NEUHOFF 
St. Louis, Missouri 


when the same is distributed free from 
trust. 


Said compensation herein provided for 
shall be in full for all services of said 
TRUSTEES, and they shall not make extra 
charges for extraordinary services or for 
investment or sale of assets or for any other 
reason. 


Trust Co. gets ¥2 compensation at all events 
No. O 116 


The _.......... Trust Company shall re- 
ceive for its services as COTRUSTEE one- 
half (%) of the compensation allowed to 
the TRUSTEES as above set out, and the 
remaining one-half (2) shall be paid to the 
other COTRUSTEE or COTRUSTEES; 
provided, however, that if at any time the 

__.. Trust Company should be acting 
as the sole TRUSTEE, it shall receive the 
entire compensation allowed to the CO- 
TRUSTEES. 


Special provisions which may make total 
compensation exceed 5% No. O 117 


Excepting as increased by reason of the 
provisions set out below. the TRUSTEES of 
any Trust hereunder shall receive as com- 
pensation for their services hereunder five 
per cent (5%) upon the gross income re- 
ceived each year by the Trust Estate, and 
five per cent (5%) upon the fair market 
value of the principal of the Trust Estate 
as and when the same is disbursed or dis- 
tributed free from trust. The 
Trust Company, or any other corporate 
TRUSTEE, while serv'ng as COTRUSTEE, 
shall receive three-fifths (3/5) of such com- 
pensation (of five per cent) provided, how- 
ever, that said... Trust Company or 
other corporate TRUSTEE shall in no event 
receive less than an amount equal to the full 
five per cent (5%) fee on the annual gross 
income of the Trust up to Four Thousand 
Dollars, and on principal disbursements up 
to One Hundred Thousand Dollars, or less 
than Fifty Dollars per year as its minimum 
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compensation. The individual TRUSTEE 
or TRUSTEES, while serving with a cor- 
porate TRUSTEE, shall not receive collect- 
ively less than two and one-half per cent 
(242%) upon the gross income received each 
year by the Trust Estate, and two and one- 
half per cent (2%%) upon the fair market 
value of the principal of the Trust Estate 
as and when the same is disbursed or dis- 
tributed free from trust. If there are two 
individual COTRUSTEES serving at one 
time, the said compensation of two and one- 
half per cent (242%) shall be equally divid- 
ed between them. Provided, however, that 
no individual TRUSTEE shall receive less 
than Fifty Dollars per annum as a mini- 
mum compensation. 


Compensation—minimum and waiver by 
residuary beneficiaries No. O 118 
Said respective TRUSTEE of each Trust 

created by this Will shall receive as com- 

pensation five per cent (5%) of the gross 
annual income collections of the estate for 
which he is TRUSTEE, and, upon the ter- 
mination of said Trust and final distribu- 
tion of the corpus, or on any partial distri- 
bution, five per cent (5%) of the fair cash 
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value of said corpus at the time distributed. 

Trust Company or other trust 
company while serving as TRUSTEE here- 
under shall in no event receive less than 
fifty dollars per year as its minimum com- 
pensation. In consideration of my brother, 
A, and his daughter, B, being named as 
residuary beneficiaries, it shall be under- 
stood that neither of them shall make any 
charge for services as TRUSTEE of the 
Trust for 


Compensation—provision for division 
No. O 119 


The TRUSTEES of any Trust created 
herein shall receive for their services five 
per cent (5%) upon the gross income each 
year accruing to the Trust Estate and five 
per cent (5%) upon the fair market value 
of the principal of the Trust Estate as and 
when the same is distributed free from 
trust. During such time as there are CO- 
TRUSTEES serving, the compensation of 
five per cent (5%) shall be equally divided 
among them. 

Note: Use only for individual trustees. 


Compensation—based on principal and in- 
come No. O 120 


The trustees of any trust created herein 
shall receive for their services five per cent 
upon the gross income received each year 
| PU of one per cent of the fair 
market value of the principal of the trust 
estate each year, the latter sum to be paid 
out of principal. 


Class OO. Alternate and Successor 
Trustees 

Alternate or successor Trustees No. OO 121 

In case my wife, A, or my said son, B, or 
my said son, C, originally named as the first 
TRUSTEES herein, shall die, resign, or 
be disqualified or unable or unwilling to act 
as such, then my daughter, E, shall be alter- 
nate or successor COTRUSTEE to fill such 
vacancy, and upon the next vacancy in said 
board of three COTRUSTEES for any such 
cause, the number of said TRUSTEES shall 
be reduced permanently to two, and the sur- 
viving or remaining two TRUSTEES shall 
act as COTRUSTEES, and upon the next 
vacancy in said board of two COTRUS- 
TEES for any such cause, the number of 
said TRUSTEES shall be reduced perman- 
ently to one, and the surviving or remain- 
ing COTRUSTEE shall thereupon be the 
sole TRUSTEE, and if such surviving or 
remaining TRUSTEE shall also die, resign, 
be disqualified, or unable or unwilling to 





act as such, then the Trust Com- 
pany, a corporation, or the suc- 
cessor to its trust business, shall be sole 
TRUSTEE. 


No. OO 122 


The following provisions as to successor 
TRUSTEES shall be applicable to the Trust 
hereby created for my mother, to wit: I 
have named my said brother, A, as the first 
TRUSTEE of said Trust. In the event he 
shall die, resign, or be disqualified, or un- 
willing or unable to act as such, then I 
name my said niece, B, as such TRUSTEE 
hereunder, and in the event she shall die, 
resign, or be disqualified, or unwilling or 
unable to act as such, then I name the 

bie Trust Company, a corporation 
duly organized and existing under the laws 
of the State of __________, and at present lo- 
EE NG palsies , (or any successor to its 
trust business) as such TRUSTEE. 


Alternate Trustee for Trust Company 
No. OO 123 


Successor trustees 


In the event that said 
Company, hereinabove named as TRUSTEE 
in the various trusts for minors provided 
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for in this Will, shall fail, refuse or decline 
to act as such TRUSTEE in the case of any 
one or more of said trusts, then the person 
acting as EXECUTRIX or EXECUTOR of 
my will at the time of such failure or re- 
fusal may appoint any other Trust Com- 
pany or corporate fiduciary in the 

of , or some reliable individual re- 
siding in the 

ternate TRUSTEE, said appointment to be 
evidenced by a written instrument signed 
by said person so acting as EXECUTRIX 
or EXECUTOR and delivered to said alter- 
nate TRUSTEE who shall then be vested 
with all of the powers and duties of said 
TRUSTEE originally named. Said person 
acting as EXECUTRIX or EXECUTOR 
may appoint herself or himself as said al- 
ternate TRUSTEE if she or he sees fit to 
do so; but in such event said written ap- 
pointment shall be duly acknowledged as 
deeds are required to be acknowledged and 
filed for record in the office of the Recorder 
of Deeds of _......._.. : 


Note: This clause would not be usefui 
where a trust comes into existence upon 
termination of another trust, because at 
that time there may be no acting Executor. 
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Succession of trustees in a special case 
No. OO 124 
If my husband, named as an individual 
COTRUSTEE of the Trust contingently 
provided for under Clause 
shall die, resign, be disqualified or unable 
or unwilling to act as such, then there shall 
be two individual COTRUSTEES to serve 
with the corporate TRUSTEE of said Trust 
under Clause ....._...... hereof, and my hus- 
band’s _ brothers, and 
shall act as such individual COTRUSTEES, 
but if either of them shall die, resign, be 
disqualified or unable or unwilling to act 
as TRUSTEES of said Trust under Clause 
hereof, then the number of indi- 
vidual COTRUSTEES in the Trust shall be 
permanently reduced to two, and the sur- 
viving or remaining one of my husband’s 
said two brothers skall be the individual 
COTRUSTEE of said Trust, but if he also 
shall die, resign, be disqualified or unable 
or unwilling to act as such, then the cor- 
porate TRUSTEE shall be sole TRUSTEE 
of said Trust. 
Successor to corporate trustee’s business 
No. OO 125 


Reference herein to the _ Trust 
Company shall include any corporation that 
may succeed to its trust business. 


Powers of alternate Trustees No. 0O 126 

All alternate or successor TRUSTEES 
shall have the same powers, discretion, du- 
ties and immunities as those originally 
named herein. 
“Before or after entering duties” 

No. OO 127 

Wherever reference is made herein to 
death, resignation, or similar cause as 
bringing about a vacancy in the office of 
EXECUTOR or TRUSTEE, it shall mean 
in each case whether before or after enter- 
ing upon the respective duties of such of- 
fices. 

Note: Observe that executors are included 
with trustees. If used in this form the 
clause should appear near the end of the 
will after the appointment of executors. 


APPRAISALS 
INVENTORIES 
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Class P. Exoneration of Trustees 


Accounts of preceding Trustee No. P 128 


No corporation becoming TRUSTEE 
shall be required or compelled, or be under 
any duty to examine, verify, question or 
audit the books, records or accounts of any 
preceding TRUSTEE. 

Note: This applies to a corporate suc- 
cessor trustee. It would not cover an indi- 
vidual successor trustee. 


Exoneration of individual Trustee and 


Executor only No. P 129 

No individua! acting as TRUSTEE or as. 
EXECUTOR of this Will, shall at any time 
be held liable for mistake of law or of fact, 
or of both law and fact, or errors of judg- 
ment, nor for any loss coming to said Trust 
Estate or to any beneficiary hereunder, or 
to any other person except through actual 
fraud or wilful misconduct on the part of 
the TRUSTEE or EXECUTOR to be 
charged. If this provision should be held in- 
valid as to any class of persons or instances, 
such fact shall not impair its application to 
all other classes of persons and instances. 


An elaborate exoneration clause No. P 130 

Excepting for my said wife, the indi- 
vidual TRUSTEES and EXECUTORS 
named in this Will are all persons with 
whom I have had long and intimate business 
associations and friendship. I have dis- 
cussed the matter with them and I am sat- 
isfied that their only reason for accepting 
the appointment and undertaking to act as 
TRUSTEE hereunder, if, as and when they 
do so accept and undertake to act, will be 
out of regard for me rather than for the 
relatively minor compensation which they 
will receive. I am satisfied that they and 
my said wife will act according to their 
respective judgment end abilities, and it is 
not my intention to impose any more re- 
sponsibility on them than this even though 
losses may occur to the Trust Estate, which, 
by hindsight, it may appear could have been 
avoided. Therefore, if the occasion should 
ever arise when the actions of said indi- 
viduals as TRUSTEES or COTRUSTEES, 
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including my said wife, are under review, 
it is my will that they be given the benefit 
by the Court or other trier of fact, of every 
presumption and intendment, as otherwise 
I would not desire to impose upon them 
what seems to me to be the unduly burden- 
some responsibilities of a TRUSTEE. To 
that end no person acting as such TRUS- 
TEE or COTRUSTEE, or acting as EXE- 
CUTOR or COEXECUTOR of this Will, 
shall at any time be held liable for mistake 
of law or of fact, or of both law and fact, or 
errors of judgment, nor for any loss coming 
to said estate or to any beneficiary there- 
under, or to any other person, except 
through actual fraud or wilful misconduct 
on the part of the TRUSTEE or EXECU- 
TOR to be charged. If this provision shall 
be held invalid as to any class of persons or 
instances, such fact shall not impair its 
application to all other classes of persons 
and instances. 


Note: Some States (e.g. N. Y. Decedent 
Estate Law Section.125) outlaw exoneration 
clauses as against public policy. 


Class Q. Resignation 


How trustees resign No. Q 131 


Resignation or refusal to act of any 
TRUSTEE herein may be evidenced by a 
writing signed by such TRUSTEE and ac- 
knowledged in the same manner as deeds 
of real estate are required to be acknowl- 
edged by the law in effect in the State of 

_..... at that time, and delivered to the 
other COTRUSTEE or COTRUSTEES, or 
if there be none, then to the then adult 
beneficiaries. 


Resignation No. Q 132 


Resignation or refusal to act of any 
TRUSTEE herein may be evidenced by a 
writing signed by such TRUSTEE and ac- 
knowledged in the sane manner as deeds of 
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real estate are required to be acknowledged 
by the law in effect in the State of 

at that time, and either (a) delivered to the 
other COTRUSTEE or COTRUSTEES, or 
(b) delivered to the then adult benefici- 
aries, or (c) filed for record in the office of 
the Recorder of Deeds of the 7 
gee A bc OS 


Note: See comment on Q 133. 


Resignation—another form No. Q 133 
Resignation or refusal to act of any 
TRUSTEE herein may be evidenced by a 
writing signed by such TRUSTEE and ac- 
knowledged in the same manner as deeds of 
real estate are required to be acknowledged 
by the law in effect in the State of 
at that time, and delivered to the successor 
TRUSTEE, or if there be none, then said 
resignation may be filed for record in the 
office of the Recorder of Deeds of _.._____.. 
Note: Recording is used only where there 
is real estate or where no other delivery 
is feasible, since most testators do not de- 
sire notice of their trusts to be placed on 
record. 


Resignation—another form No. Q 134 


Resignation or refusal to act of any 
TRUSTEE or COTRUSTEE herein in any 
such case may be evidenced by a writing 
signed by such TRUSTEE and acknowl- 
edged in the same manner as deeds of real 
estate are required to be acknowledged by 
the law in effect in the State of ___..____ at 
that time and delivered to the COTRUS- 
TEE or COTRUSTEES, or if there be none, 
then to the then adult beneficiaries of said 
Trust, and if there be none, then to the suc- 
cessor TRUSTEE or COTRUSTEE selected 
and designated as provided herein, and if 
there be no such successor TRUSTEE or 
COTRUSTEE willing to act, then said res- 
ignation may be filed for record in the of- 
fice of the Recorder of Deeds for __ 





Class R. Miscellaneous Trust Clauses 


What dividends are corpus No. R 135 

Except in the case of dividends in liqui- 
dation or as herein otherwise provided, cash 
dividends received by said TRUSTEES 
shall constitute income in their hands, but 
all other distributions of additional stock 
or distribution of property, real or personal, 
or of rights, privileges and advantages of 
whatsoever sort, other than cash, shall, in 
the hands of said TRUSTEES constitute 
corpus of said Trust Estate and not income. 


Dispensing with amortization No. R 136 

In arriving at the income derived from 
securities held by said TRUSTEES, they 
shall not regard the price paid for them, 
and shall not, out of income, amortize pre- 
miums paid, nor make additions to income 
because of the purchase of securities at a 
discount. 


Trustees’ discretion final No. R 137 


Every action taken by the TRUSTEES 
pursuant to the powers conferred hereby, 
or any decision made by the TRUSTEES 
in the exercise of the discretion herein giv- 
en to them, shall be conclusive and binding 
upon all persons concerned therein or af- 
fected thereby. 


Unanimous vote needed No. R 138 


It shall be necessary for all TRUSTEES 
to concur in the exercise of any of the pow- 
ers herein granted to the TRUSTEES, and 
the mere assent of the majority of the 
TRUSTEES shall not be sufficient to au- 
thorize or constitute the exercise of such 
powers. 

Note: Usually it is provided that a ma- 

jority shall be sufficient. See R 139. 
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Majority decision binding No. R 139 

A majority of the TRUSTEES acting 
under this Will shall have the authority 
to exercise all powers conferred on said 
TRUSTEES under this Will, provided that 
while my wife is one of said TRUSTEES 
and is not disabled, her consent shall be 
necessary to any decision by said TRUS- 
TEES. 


Trustees need not serve in all trusts 
No. R 140 
The qualification of such TRUSTEES to 
serve in any Trust shall not be affected by 
refusal or failure to serve in any other 
Trust to which appointed. 


Allocation of income and corpus No. R 141 


Subject to the provisions hereof, said 
TRUSTEES are authorized to determine 
whether any money or other property com- 
ing into their hands is part of the principal 
of the Trust Estate, or income therefrom, 
and to apportion between principal and in- 
come any loss or expenditure which, in 
their opinion, should be apportioned, and 
as to them may seem just and equitable, 
and any such determinations as between 
corpus and income so made by said TRUS- 
TEES in good faith shall be conclusive and 
binding upon all beneficiaries or other per- 
sons interested in said Trust Estate. 


Nondisqualification for interest No. R 142 

In no event shall any TRUSTEE or CO- 
TRUSTEE be disqualified or rendered un- 
able to act as such because such TRUSTEE 
might at such time be an officer of a com- 
pany or companies whose stock is held by 
the Trust, or any attorney of or employee 
of such company or companies, or an at- 
torney of or employee of the Trust Estate, 
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itself, nor shall any such TRUSTEE or 
COTRUSTEE be disqualified because of 
such TRUSTEE or COTRUSTEE’S inter- 
est in a partnership dealing with the trust 
estate. — 


Establishment of Trustees’ year No. R 143 


Said TRUSTEES are authorized to es- 
tablish and, in their discretion, from time 
to time to change the period of twelve cal- 
endar months in length, which shall be 
deemed a “year” for purposes of distribu- 
tion of income and the other purposes under 
this Will. Said period need not necessarily 
end on the end of a calendar month, nor 
need it end on the anniversary of the re- 
ceipt of assets by the residuary TRUS- 
TEES hereunder, nor need it end on the 
anniversary of my death. Should the estab- 
lishment or change of such year for pur- 
poses of TRUSTEE accounting hereunder 
result in the formation of an intervening 
or preceding period which shall be less than 
twelve months in length, then the applica- 
tion of the various provisions of this Will 
to such shorter period shall be determined 
by the TRUSTEES, in their reasonable dis- 
cretion, which shall be binding upon all 
concerned. 


Occupancy of dwelling house No. R 144 


In the event that said TRUSTEES shall 
own any dwelling houses or houses at any 
time used by me, they may, in their discre- 
tion, and for such period of time as they 
see fit, permit and allow any child or chil- 
dren of my said son to live in and occupy 
such house or houses, free of rent, and said 
TRUSTEE shall pay the taxes, expenses of 
maintaining said property in suitable re- 
pair and condition, and premiums on in- 
surance on said house or houses, or such 
part thereof as they may, in their discre- 
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tion, deem proper, out of the income of the 
Trust, and any determination made by said 
TRUSTEES with respect to any such mat- 
ter shall be binding on all persons con- 
cerned. 


Special provisions for use of art objects, 
etc. No. R 145 


My said TRUSTEES with respect to any 
art objects and jewelry that may go to 
them, shall be under no obligation to con- 
vert said articles to cash or income-produc- 
ing property, but they may, in their discre- 
tion, retain the same in kind, and divide 
the same in kind between C and D, sons of 
my said son, B, and any other children who 
may hereafter be born unto him, as and 
when they shall respectively attain the age 
of twenty-one (21) years. In making such 
division, it is my wish that said C shall 
receive my engagement ring, my wedding 
ring, and my platinum and diamond brace- 
let, and that said D shall receive my gold 
diamond and ruby bracelet and my other 
two diamond rings; and that the articles 
remaining be divided in approximately 
equal parts (to be determined by said 
TRUSTEES, in their discretion) between 
said grandchildren of mine after making 
proper equalization in value on account of 
those articles which I have mentioned spe- 
cifically. In the event that any of said 
grandchildren should die without attaining 
the age of twenty-one (21) years, then all 
of said art objects and jewelry shall go to 
the survivors or survivor of them. 


Class S. Barring Dower, Ete. 


Barring dower No. S 146 

Provision made herein for my wife shall 
be in lieu of, and not in addition to, dower 
and every other interest or estate or allow- 
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ance, statutory or otherwise, to which she 
might otherwise be entitled. 
Note: This may result in reducing the 
exemption to the wife under State inher- 
itance taxes. 


Barring dower but not statutory allowance 
No. S 147 


Provisions herein made for my wife shall 
be in lieu of and not in addition to dower, 
and every other interest, estate, or allow- 
ance to which she might otherwise be en- 
titled as my wife, excepting only the al- 
lowance in the Probate Court commonly 
known as allowance in lieu of provisions, 
in an amount not to exceed $ 

Note: The allowance in lieu of pro- 
visions is a deduction from the estate for 

Federal Estate tax purposes, but not income 

to the beneficiary. 


Barring marital right of husband No. § 148 


Provision herein made for my husband 
shall be in lieu of and not in addition to 
curtesy, dower and every other interest, 
estate or allowance to which he might oth- 
erwise be entitled as my husband. 

Note: This provision may cut down the 
exemption under State inheritance tax 
laws. 


Class T. Inheritance Taxes 


Pay Taxes Out of Residue No. T 149 


My EXECUTORS are authorized and di- 
rected to pay out of my estate all inheri- 
tance, legacy, or estate taxes on my estate 
or on the devolution of any portion thereof 
or levied by reason of my death (including 
those levied on proceeds of policies of in- 
surance on my life) whether or not the 
property, transfer, or proceeds with respect 
to which said taxes are levied is a part of 
my estate at my death, and my EXECU- 
TORS shall not require any transferee to 
reimburse my estate for said taxes so paid 
nor deduct the same from the share of any 
beneficiary hereunder. 

Note: This clause should only be uced 
where there is no danger of frustrating the 
Testator’s intention by requiring paym:-rt 
of large sums out of the residue which is 
inadequate for the purpose. Caution should 
also be exercised where (as in Missouri) 
there may be an increase of inheritance 
tax by a contingency occurring perhaps 
years later after the estate is closed. See 
R.S. 1939, Sec. 577. 


Payment out of residue but not with respect 
to property not passing under will 
No. T 150 
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My EXECUTOR is authorized to pay out 
of my Estate all inheritance, legacy or es- 
tate taxes on or with respect to any prop- 
erty passing under this Will or on the 
devolution of any portion thereof, so that 
they need not be deducted from the share 
of the beneficiaries hereunder, but it is not 
my intention to provide that any payments 
which are imposed with respect to any 
property not passing under this Will shall 
be paid out of my Estate, unless the law 
requires it. 

Class U. Renunciation, Etc. 


Renunciation by wife No. U 151 

Provided, however, that if my wife exer- 
cises any election to renounce this Will or 
to take in contravention thereof, then from 
and after the date of such renunciation or 
election to take in contravention thereof, 
my wife shall have no further right to re- 
ceive income or any other benefit under 
this Trust, and said income shall instead 
be distributed and this Trust shall there- 
upon terminate, or not go into effect, as 
the case may be, in all respects as provided 
herein for the case of the death of my wife. 


Renunciation by wife—not to affect serving 
as executrixz, ete. No. U 152 


If my wife shall exercise any election to 


renounce this Will or to take in contraven- 
tion thereof, then from and after the date 
of such renunciation or election to take in 
contravention thereof she shall have no 
right to receive income hereunder and this 
Trust shall thereafter be administered in 
all respects as provided herein for the case 
of the death of my wife. Any such renun- 
ciation shall not affect the right of my wife 
to act as TRUSTEE or EXECUTRIX here- 
under. 


Acceleration No. U 153 

Wherever in this Will I have made pro- 
vision for an income to any person from 
the residuary trust or made provision that 
said trust shall go into effect, or continue 
during the life of any person, and such 
person shall for any reason become disen- 
titled to receive any benefit under this Will, 
then in any such event the termination of 
such trust shall be accelerated (or the trust 
shall fail to go into existence as the case 
may be) to all intents and purposes and to 
the same extent as if such person had pre- 
deceased me. 

Note: If the only contingency con- 
templated is renunciation by wife, the 
clause mentioning her should be used in- 
stead. 
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THE BANK FOR ALL THE PEOPLE 


668,000 SAVINGS AND CHECKING ACCOUNTS 


CONDENSED STATEMENT OF CONDITION, JUNE 29, 1946 


ASSETS 
Cash on Hand andin Banks ........+ +++ $ 168,890,518.66 
United States Government Securities. ..... 630,112,135.25 


State, Municipal and Other Securities, including 
stock of the Federal Reserve Bank ..... « 20,488,287.58 


Zenmeemi Discounts . ee se cc te ecw ee cee 260,958,141.88 
Bank Premises — Main Office and Branches ie a 4,020,827.64 
Other Real Estate . .. «2 2cccecece e 1.00 
a ee ae a a a ee ee ee e 2,803,122.33 
Customers’ Liability on Acceptances .. . ° 87,053.32 


Total . . 2. ee eee e $1,087,360,087.66 


LIABILITIES 
Capital Stock ....-+.-+ $$ 13,800,000.00 
Ee ae ae ee ee 15,000,000.00 
Undivided Profits ..... 3,527,840.40 
Capital Notes Retirement Fund 6,000,000.00 
Reserve for Contingencies . . 2,186,720.67 
Capital Notes ...«+-+-«- 11,000,000.00 
Total Capital Funds .... 51,514,561.07 
DEPOSITS 
Demand ......+ + + $446,610,455.63 
te « & 6. - « » « « 447,925,561.45 
United States Government . 91,340,873.20 
Estates Trust Department . 26,869,908.71 
Corporate Trust Department 10,924,443.04 1,023,671,242.03 


Accrued Taxes, Interest,etc. ....++-e-ee-s. 5,942,669.03 
Other Liabilities . wc ccc cece ee ee ee 6,144,562.21 
Acceptances Executed for Customers ..... . 87,053.32 


Total . . 2. « « © «© «© «© «© + $1,087,360,087.66 
Contingent Liability on Loan Commitments—$9,117,500.00 


United States Government Securities carried at $137,301,597.50 are pledged to secure U. S. Govern- 
ment Deposits and other public funds and for other purposes as required or permitted by law. 


Assets are shown Net after deducting Reserves. 


We welcome individuals and corporations 
seeking new or additional banking services. 
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Out-of-town: 
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CHALLENGE to trustmen to prepare 
themselves for profitable administra- 
tion of small estates was issued by Sterling 
L. Wandell upon his election to the chair- 
manship of the Trust Company Section of 
The Pennsylvan- 
ia Bankers Asso- 
ciation, which 
held its annual 
meeting last 
month. Mr. Wan- 
dell, vice presi- 
dent of Wyo- 
ming National 
Bank of Wilkes- 
Barre, succeeds 
Robert Munroe, 
III, vice-presi- 
dent, Colonial 
Trust Company, 
Pittsburgh. 
Sidney D. 
Kline, president 
of Berks County Trust Co., Reading, was 
named vice-chairman. Robert U. Frey, as- 
sistant secretary of The Pennsylvania Com- 
pany, Philadelphia, was re-elected secretary 
of the section. The following were named 
and installed for the executive committee, 
representing the various groups of the asso- 
ciation: 


STERLING L. WANDELL 


Group 1: J. Malcolm Johnston, vice-pres- 
ident, Girard Trust Co., Philadelphia. 

Group 2: Darwin §S. Harter, vice-presi- 
dent and trust officer, Pennsylvania Nation- 
al Bank & Trust Co., Pottsville. 

Group 3: J. Curtis Platt, 
Scranton Lackawanna Trust Co. 

Group 4: Robert L. Ellison, assistant 
trust officer, West Branch Bank & Trust 
Co., Williamsport. 

Group 5: Robert Y. Garrett, Jr., vice- 
president, Farmers Bank & Trust Co., Lan- 
caster. 

Group 6: Frank Marsh, assistant trust 
officer, Altoona Trust Co. 

Group 7: Edward F. Westworth, trust 
officer, Exchange Bank & Trust Co., Frank- 
lin. 

Group 8: Robert D. Ferguson, vice-presi- 
dent in charge of trusts, Peoples-Pittsburgh 
Trust Co., (now Peoples First National 
Bank). 


president, 


PENNSYLVANIA TRUST SECTION HOLDS ANNUAL MEETING 
ELECTS WANDELL CHAIRMAN 





James W. Allison, president of the Trust 
Division of the American Bankers Associa- 
tion, and president of Equitable Trust Co., 
Wilmington, Del., speaker at the trust sec- 
tion meeting, reviewed the work of the 
A. B. A. Trust Division and paid tribute to 
the “leadership” of the Trust Section of 
the Pennsylvania Bankers Association and 
its activities in bringing the section groups 
to the level of the geographical groups 
among the banks of the State. 


Summaries of available committee re- 
ports follow. 


NEW ESTATES LAWS PROPOSED 
PAUL C. WAGNER 


Vice president, Fidelity-Philadelphia Trust Compdny 
and chairman, Committee on Law of Decedents 
Estates and Trusts 


PROPOSED Intestate Act of 1947, a 
revision of the Intestate Act of 1917, 
was prepared and approved by the Advisory 
Committee and the Commission’s commit- 
tee. The princival changes made in the re- 
vision are (1) an increase of the share of 
a surviving spouse to $10,000 plus half the 
balance of the estate if the decedent is sur- 
vived by no issue, with a gift of the entire 
estate to the surviving spouse if there are 
no issue or near relatives surviving, and 
(2) provision of escheat of the entire estate 
to the Commonwealth if the surviving rela- 
tives are more distant than first cousins, 
reserving, however, rights of inheritance 
to the indefinite issue of brothers and sis- 
ters. 


The remaining changes are largely mat- 
ters of form intended to combine into cer- 
tain sections all provisions in respect of 
closely related subjects and to clarify some 
of the provisions in the 1917 Act which have 
been the subject of controversy. 


A proposed Wills Act of 1947 based upon 
the Wills Act of 1917 has been prepared 
and approved by the two committees. Pro- 
visions have been added relative to the re- 
vival of revoked or invalid wills, the inclu- 
sion of divorce as a case for automatic mod- 
ification of a will, the definition of “heirs’’ 
and “next of kin,” etc., to include the sur- 
viving spouse, the granting of additional 
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rights of inheritance to illegitimate chil- 
dren insofar as members of the mother’s 
family are concerned. 

The proposed Act saves certain gifts for 
religious or charitable purposes contained 
in wills executed within 30 days of death 
where the gift is a carry-over from an earli- 
er will. Certain substantive provisions 
contained in other Acts have been incor- 
porated that it might be a complete statu- 
tory enactment on the substantive law of 
wills. 

The Advisory Committee is now at work 
on a proposed Trusts and Estates Law 
into which will be incorporated the sub- 
stantive provisions now contained in the 
Fiduciaries Act. It is hoped that the pro- 
cedural provisions of the Fiduciaries Act 
may be incorporated in a procedural act 
which will contain certain provisions in the 
present Orphans’ Court Act. The purpose 
of this provision is to put procedural and 
substantive provisions into separate acts, 
as it is felt that this will be of great advan- 
tage to fiduciaries and lawyers in matters 
of trust administration and law. 

It is imperative that any suggestion be 
received promptly in order that they may 
receive the attention of the Advisory Com- 
mittee before the final drafts are prepared 
for submission to the Legislature in 1947. 


TRUST ASSET REVIEW FORM 


STERLING L. WANDELL 


Vice president, Wyoming National Bank, Wilkes- 
Barre; Chairman, Committee on Trust Operations 


HE Trust Operations Committee offers 
a form of procedure for review of as- 
sets of Individual Trust Account, which 
under the requirements of Regulation F. 
of the Federal Reserve Board should be re- 
viewed at least annually and retained in the 


administration file of the account as a con- 
tinuing record. Appropriate minutes should 
also be made in the Trust Committee Min- 
ute book. . 


An annual review of a trust account must 
obviously go far beyond a superficial glance 
at the market status of the investments in 
the account. The form of Trust Account 
Analysis reproduced here is designed espe- 
cially for the so-called smaller Trust De- 
partment ($5,000,000 or less). In the upper 
left corner provision is made for the As- 
sistant Trust Officer to certify to the Trust 
Committee that he has examined the basic 
document under which the account is ad- 
ministered. 


The officer over his signature certifies to 
his Trust Committee that he has “Com- 
pared the handling of the account with the 
terms and instructions of the basic docu- 
ment creating it,” and certifies that the 
provisions in the document are being ob- 
served as to: investments, distributions, ac- 
countings, parties in interest, triennial ac- 
count and lega! investment opinion, with 
any exception noted on the reverse side. 


Down the lefi side of the form provision 
is made for comparison of rating and mar- 
ket value on date of acquisition versus pres- 
ent date of review of each item held. 


At the bottom of the form the diversifica- 
tion is set forth percentage-wise to present 
market value. These percentages are then 
transferred to the upper right column for 
comparison with the desired position ac- 
cording to the policy. 

The Committee has now in preparation 
for presentation at our Mid-Winter confer- 
ence in December a form of progress chart, 
so arranged that no essential step in the 
administration of any account will be over- 
looked. 





These forms, as well as the Trust Admin- 
istration Docket Record previously pre- 
pared, were suggested by our Trust Exam- 
iners as a primary need for smaller trust 
departments. Better trust administration 
will result from their use in daily practice. 


COMPENSATION ON PRINCIPAL 


ROBERT A. WILSON 
Vice president, The Pennsylvania Co. for Insurances 
on Lives and Granting Annuities, Philadelphia; 
Chairman, Committee on Costs and Charges 


URING the past few years the efforts 

of this Committee have been directed 
solely to the repeal of Section 45 of the 
Fiduciaries Act of 1917, which made it un- 
lawful for any person to charge more than 
one principal commission for acting in the 
dual capacity of executor and trustee. Since 
its repeal on April 10, 1945, the committee 
has endeavored to maintain a constant 
check over the progress being made in re- 
ceiving additional compensation. 


We preached the necessity of proceeding 
with caution and not taking undue advan- 
tage of our new freedom. As yet nothing 
has come to pass which threatens the real- 
ization of our hopes. This good fortune is 
due in great part to the considerate manner 
in which we have dealt with each individual 
case. Certain of our group fiduciary associa- 
tions gave prompt consideration to the fac- 
tors involved in proper compensation for 
fiduciaries and recommendations were 
forthcoming as to charges against princi- 
pal and testamentary trusts. One such 
recommendation concerning testamentary 
trusts on our books prior to April 10, 1945, 
is as follows :— 
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“It is recommended that the trustee 
should not attempt to collect compensation 
on principal on an annual basis and that 
any compensation requested on principal at 
the termination of the trust should be based 
on some reasonable basis for the service 
rendered. In fixing the amount of such com- 
pensation on principal the trustee should 
take into consideration the four basic fac- 
tors in determining fair compensation, 
namely: (1) work done, (2) responsibility 
assumed, (3) amount involved and (4) *re- 
sults achieved, and any special or extraor- 
dinary services performed such as (a) man- 
agement of a controlling interest in a cor- 
poration or such a substantial interest as 
would necessitate participation in the man- 
agement, (b) substantial holdings of bonds 
or stocks involving refinancing, reorganiza- 
tion, or liquidation, (c) substantial hold- 
ings of defaulted inherited mortgages, (d) 
liquidation of business or partnership, (e) 
extensive holdings of unmarketable inherit- 
ed personal property (f) multiple beriefi- 
ciaries, (g) frequent periodic or scattered 
distributions of principal (h) duration of 
the trust, and other factors such as divi- 
sion of compensation on income with a co- 
trustee, division of compensation in de- 
cedent’s estate with co-executor, amount of 
compensation received as executor, any spe- 
cial achievements and any extraordinary 
burdens in the administration of the trust. 
Unless some special factors are. present 
upon which the Orphans’ Court could justi- 
fy the allowance of compensation on princi- 
pal at the termination of the testamentary 
trust over exceptions which might be filed 
by parties in interest, it is recommended 
that no compensation on principal be asked 
for or taken on testamentary trusts now 
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terminating and that such practice con- 
tinue until the constitutional and equitable 
features of this situation are clarified.” 


The practice of taking principal com- 
missions annually is certainly held to 
be desirable and should be considered in all 
cases where it is possible to negotiate rates. 
However, it may not generally be placed 
within our reach immediately in other 
cases, since it would violate the long estab- 
lished rule whereby commissions will not 
ordinarily be allowed to a trustee on the 
principal of a trust fund until the termina- 
tion of the trust. I feel, however, that there 
is a basis for hope that trustees in Penn- 
sylvania may eventually be permitted to 
take principal commissions in warranted 
cases at the time of filing interim accounts. 


In Thouron’s Estate, 182 Pa. 126, the Su- 
preme Court took the position that there 
may be circumstances of an unusual and 
extraordinary character which will require 
a departure from the general rule. Thus 
where a trustee has managed an estate dur- 
ing a long period of years without claiming 
commission in accounts filed from time to 
time and by successful management has 
increased the fund by many thousands of 
dollars, the court will allow him commis- 
sions on the principal of the trust fund be- 
fore final distribution or termination of 
the trust relationship. Again in Penn Gas- 
kell’s Estate #1, 208 Pa. 342, the court stat- 
ed an exception to the rule is permitted 
where it appears that sales and reinvest- 
ments of the proceeds of sales resulted in 
very large profit to the estate and at the 
time the commissions were asked the trust 
had continued for many years. 


This Committee has earnestly endeavored 
to make our members cost conscious. We 
again address an appeal to determine your 
costs of operation and those members who 
need assistance are referred to the “Guide 
to Trust Fees” published by the Trust Di- 
vision of the American Bankers Associa- 
tion. Of particular interest is the recom- 
mended cost system for a personal trust 
account in a small trust department. 
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Trust Earnings in Virginia 


State banks in Virginia had gross trust de- 
partment earnings of $462,918 in 1945, ac- 
cording to the annual report of the Banking 
Division of the State Corporation Commis- 
sion. The figure for the previous year was 
$420,377. 








TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


DISPOSITION OF DIVIDENDS ON 
LIFE INSURANCE POLICIES 


HE three major uses of dividends on 

life insurance policies, with an explan- 
ation of the current economic effects of 
each, are briefly described in the follow- 
ing: 

(1) Used to Reduce the Amount of Cur- 
rent Premium Payments, or Taken in Cash 
—Unless this dividend money is required 
for living expenses, the effect of either of 
these uses is to give the policy holder addi- 
tional capital funds to be reinvested or to 
be held in capital cash account. If rein- 
vested in securities that produce taxable 
income, a good part of such income will be 
taken in taxes, as it would be added on top 
of other income of the policy holder and 
taxed at the highest applicable tax rate. If 
retained in cash, there would be no income. 


(2) Left on Deposit with the Insurance 
Company in a Dividend Accumulation Ac- 
count—This is a form of reinvesting the 
dividends in what might be termed a “sav- 
ings account.” Although an insurance com- 
pany guarantees to pay say 3% interest per 
annum on such accumulations, according 
to a ruling of the Tax Bureau such interest 
earnings are subject to current income tax 
to the policy holder, even though it is not 
paid out in cash but simply credited to his 
accumulation account on the books of the 
insurance company. This form of reinvest- 
ment would again cause the net earnings 
yield to be reduced to a possibly infinitesi- 
mal point, especially as to taxpayers in the 
high income tax brackets. 


(3) Used to Purchase Paid-Up Life In- 
surance with the Same Insurance Company. 
(Usually Referred to as Paid-Up Addi- 
tions )—Investment-wise, paid up life insur- 
ance acquired through dividends on exist- 
ing policies provides the following bene- 
fits : 


(a) In many companies the immediate 
cash value reserve of the paid-up addition 





This column is copyrighted by H. S. 
Koster & Co., and is not to be reprinted or 
quoted without permission. 


is equal to the full amount of the dividend 
originally invested — this represents guar- 
anteed current capital. 


(b) Each year the cash value increases 
by approximately 2% (this rate would vary 
with different insurance companies). This 
2% increase represents a guaranteed in- 
vestment return that is not subject to cur- 
rent income taxes, at least as long as the 
paid-up addition is not surrendered. 


(c) This investment return of 2% on 
current cash values, although acquired 
through an increase in the cash value ac- 
count in the paid-up addition, can be used 
as spendable income by the policy holder, 
if desired. This may be accomplished 
through his transferring an amount equal 
to the current cash value increase out of 
his other capital funds and into his spend- 
able income account. This action would not 
decrease the size of his total combined cur- 
rent capital, as one capital account would 
go up as another capital account goes down 
by a like amount. 


(d) In the event of the death of the pol- 
icy holder, his estate capital would be in- 
creased by an additional number of dollars 
representing the insurance capital at risk 
during the year of death, i.e., the differ- 
ence between the current cash value and 
face amount of the paid-up addition. This 
additional estate capital would represent a 
capital appreciation without income or cap- 
ital gains tax. Furthermore, the accumu- 
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lated interest earnings in the cash value 
account would also be free of such taxes 
at the death of the policy holder. 


(e) The cost of this insurance at risk 
is paid for entirely out of non-taxable in- 
come, i.e., the other approximate 1% earn- 
ings allowed by the insurance company on 
cash values. (A total 3% reserve base). 
This, then, represents the most economical 
method of paying the cost of life insurance 
which is actually at risk. 

(f) Any extra earnings of the insurance 
company would be declared as dividends on 
this paid-up life insurance, resulting in 
further increasing the above benefits. 

The current position of the tax situation 
and of the capital investment market re- 
sults in making paid-up life insurance one 
of the most attractive investment mechan- 
isms left to the public. 


EMPLOYEES TRUST FOR STOCK 
PURCHASE 


OMBINING the features of an em- 

ployee profit-sharing trust with a stock 
purchase business life insurance plan, pro- 
vides the stockholders of a closely held busi- 
ness enterprise with the following impor- 
tant accomplishments. 

(a) The estate of a deceased stockholder 

is assured of an immediate market 
for his stock, at a fair price in cash. 
A qualified group of employees are 
provided with additional incentive 
and compensation in the form of 
participating interests in an Em- 
ployee Benefit Trust. 
The corporation strengthens its or- 
ganization and relations with em- 
ployees through the establishment of 
a work-incentive plan. 


(b) 
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(d) The net cost of the entire plan to the 
corporation is reduced because of al- 
lowable tax deductions. 


Following is a general description of the 
principal points involved in such a plan, 
recognizing that the specific needs and ob- 
jectives of a particular corporation would 
have to be considered: 


1. An Employees Trust would be estab- 
lished by the X company that will meet 
all requirements of the Federal Revenue 
Act pertaining to such plans. 

2. A duly appointed trustee administers 
the trust in accordance with its terms. 


3. Each year the company will deposit 
into the trust a fixed percentage (10%) of 
company net profits, but in no one year shall 
such deposits exceed 15% of the total com- 
pensation of the qualifying group of em- 
ployees. (This group might consist of all 
employees of the company for longer than 
one to five years.) 

4. The Employees Trust will enter into 
an agreement with the present stockholders 
of the X company providing for the pur- 
chase by the trust of their stock at death, 
the price to be fixed on a fair basis by the 
terms of the agreement. 

In the event the surviving members of 
the present group of stockholders desire to 
remain the owners of all the voting stock, 
and if it is deemed better that the Em- 
ployees Trust should own preferred secur- 
ities rather than common stock, then a re- 
capitalization of the company could be ef- 
fected at the death of a stockholder so that 
the Employees Trust would buy preferred 
stock or bonds from the deceased stock- 
holder’s estate. The original stockholders 
(or corporation) would then enter into a 
separate agreement with each other to pur- 
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chase the newly issued common stock of the 
deceased stockholder. 


5. The stock purchased by the Em- 
ployees Trust would be held in the trust 
for the benefit of the qualifying employees. 
Such benefits could cover payments for 
family emergencies, sickness, disability, re- 
tirement, or direct stock ownership in the 
company if an ultimate distribution of the 
stock is desired. The interests of each par- 
ticipating employee in the trust would vest 
in him and be determined in accordance 
with a _ properly prescribed procedure. 


6. In order to provide the trust with the 
funds necessary to purchase the stock of a 
deceased stockholder, upon the establish- 
ment of this plan the trust could take out 
insurance on the lives of the stockholders. 
The trust would own these policies as an 
investment and would pay the premiums out 
of the profit-sharing deposits made into the 
trust by the corporation. Any funds in the 
trust not currently required to pay life in- 
surance premiums could be invested in se- 
curities “legal for trust funds,” constituting 
a reserve which could be used to pay prem- 
iums in years when the profits might be low. 


7. The Employees Trust could also, if it 
were deemed advisable, be given the right 
to use part of the trust fund to purchase 
stock during the lifetime of the stock- 
holders. 


If such a plan is designed to qualify 
fully under the Federal Revenue Act, then 
the deposits made into the Employees Trust 
would be deductible by the company for 
purposes of corporation income taxes. The 
trust itself would not be subject to tax- 
ation, and the employee participants would 
be taxed only on sums actually disbursed 
to them in the year of disbursement. 


Suggests Tax Apportionment 


Clause 


Last year, the Connecticut Legislature en- 
acted a statute which requires apportionment. 
of the Federal estate tax among the re- 
cipients of benefits of the estate or outside 
property included in the estate for tax pur- 
poses. The law does not apply, however, if the: 
will specifically directs otherwise. 


A number of problems have arisen under this. 
statute, to obviate which the Committee on 
Bank and Bar Relations of the Connecticut. 
Bar and Bankers Associations is sending a 
memorandum to, all members of these groups 
recommending the inclusion of the following 
clause prepered by J. Dwight Dana, a member: 
of the committee: 


“T hereby direct that all legacy, succession,. 
inheritance, transfer and estate taxes, levied. 
or assessed upon or with respect to any proper- 
ty which is included as part of my gross. 
estate for the purpose of any such tax, shall 
be paid by my executors out of my estate in 
the same manner as an expense of administra- 
tion and shall not be prorated or apportioned 
among or charged against the respective de- 
vices, legatees, beneficiaries, transferees or 
other recipients nor charged against any 
property passing or which may have passed to 
any of them and that my executors shall not 
be entitled to reimbursement for any portion 
of any such tax from any person.” 


This committee, of which Attorney William 
W. Gager of Waterbury is chairman and J. 
H. Bartholomew, Jr., of The Hartford Con- 
necticut Trust Company, vice chairman, early 
in 1945 published a pamphlet containing sug- 
gestions for the preparation of wills. The 
new memorandum is in line with its policy of 
advising the two associations of current devel- 
opments in testamentary draftsmanship. 
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Program for 


Pacific Coast and Rocky Mountain States 
Trust Conference 
Los Angeles — August 7, 8, 9 


Wednesday, August 7, 9:30 A.M. 
Presiding, Harry M. Bardt, Vice President 
and Trust Officer in Charge, Southern Di- 
vision, Bank of America N. T. & S. A., 
Los Angeles. 
Address of Welcome—Honorable Fletcher 
Bowron, Mayor, City of Los Angeles. 


The Trust Division Work Sheet—James W. 
Allison, President, Trust Division, Amer- 
ican Bankers Association; Vice Presi- 
dent, Equitable Trust Company, Wilm- 
ington, Del. 

Argentina, The Problem Child of the West- 
ern Hemisphere—Dr. Hubert Herring, 
Professor of Latin American Civilization, 
Pomona and Claremont College, Clare- 
mont, Calif. 


Wednesday, August 7, 2:00 P.M. 
Presiding—Don R. Cameron, Senior Trust 
Officer, Union Bank & Trust Company, 
Los Angeles. 
Essential Factors in the Trust Department 
—H. O. Voget, Trust Examiner, Federal 
Reserve Bank, San Francisco. 


Should Trust Companies Encourage or Dis- 
courage Appointment of Co-Trustees and 
Mandatory Consultants?—LeRoy B. Sta- 
ver, Senior Trust Officer, United States 
National Bank of Portland, Ore. 

How to Obtain More Trust Business—Allan 
Herrick, Advertising Manager, Security- 
First National Bank of Los 
Angeles; member Public 
Relations Council, Ameri- 
can Bankers Association. 


Thursday, Aug. 8, 9:30 A.M. 


Presiding—L. H. Roseberry, 
Vice President & Manager, 
Trust Department, Securi- 
ty-First National Bank of 
Los Angeles. 

Trust Investments, Now and 
Forever—Thomas H. Bea- 
com, Vice President, The 
First National Bank of 
Chicago. 

Advantages of Holding Stocks 
of Guardianships, Estates 
and Trusts in Name of 


HARRY M. BARDT 


Vice president and trust officer, 
Bank of America 
General Chairman of Conference. 


Nominee — Robert W. Sprague, Vice 
President, National Bank of Commerce 
of Seattle. 

The Common Trust Fund—Gilbert  T. 
Stephenson, Director, Trust Research 
Department, The Graduate School of 
Banking. 


Thursday, August 8 
Entertainment, including golf and sightsee- 
ing. 
Banquet in the evening. 


Friday, August 9, 9:30 A.M. 

Presiding—W. H. Loos, President, Trust 
Division, Utah Bankers Association; 
Vice President & Trust Officer, First 
Security Bank of Utah N. A., Ogden. 

Discussion of Fernandez v. Wiener, Walter 
L. Nossaman, Tax Counsel, Los Angeles. 

The Importance of and Procedure for Ex- 
ercising Trustee’s Discretionary Powers 
Leo A. Steinhardt, President, Interna- 
tional Trust Company, Denver. 


Topic to be Announced—John M. Wallace, 
president, Walker Bank and Trust Com- 
pany, Salt Lake City. 


Friday, August 9, 2:00 P.M. 


Presiding—R. M. Alton, Vice President & 
Trust Officer, The United States National 
Bank of Portland, Ore. 


A New Approach to Our Public Relations— 
F. Miles Flint, Trust Offi- 
wa cer, Citizens National Trust 
: & Savings Bank, Los An- 
geles. 
Trust Problems Forum — 
Leader, Walter E. Bruns, 
Vice President & Trust Of- 
ficer, The Bank of America 
N. T. & S. A., San Fran- 
cisco. 
* * * 


The Pacific Coast Trust 
Conference, which was sus- 
pended during the war, is 
sponsored by the Trust Di- 
vision, American Bankers 
Assn. Host is Southern 
Calif. Trust Officers Assn. 
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CONDENSED STATEMENT OF CONDITION 
JUNE 30, 1946 


ASSETS 


Cash and Due from Banks 

United States Government Obligations . 
Other Bonds and Securities 

Loans and Discounts 

Real Estate Bonds and Mortgages 
Customers’ Liability for Acceptances 
Interest Receivable and Other Assets 


$190,693,890.90 
388,025,635.39 
20,152,921.94 
204,197,749.79 
407,636.18 
1,027,448.86 
2,220,085.07 


$806,725,368.13 


LIABILITIES 


$15,000,000.00 
35,000,000.00 


Capital 
Surplus 


Undivided Profits 


General Reserve ... 


11,865,313.78 $61,865,313.78 


Dividend Payable July 1, 1946 


Acceptances 


Reserve for Taxes and Other Liabilities 


Deposits 


3,690,272.09 
600,000.00 
1,333,005.99 
5,261,626.31 
733,975,149.96 


$806,725,368.13 


United States Government obligations carried at $98,262.442.03 in the 
above statement are pledged to secure United States Government deposits of 
$87,914,700.87 and other public and trust deposits and for other purposes 


required by law. 


Malcolm P. Aldrich 
New Yi 


New York 


Graham H. Anthony 
President, Colt’s Patent Fire 
Arms Manufacturing Company 


Arthur A. Ballantine 
Root, Ballantine, Harlan, 
Bushby & Palmer 


John E. Bierwirth 
President 


Alfred A. Cook 
Cook, Lehman, Goldmark & Loeb 


William F. Cutler 
Vice President 
American Brake Shoe Company 


Ralph S. Damon 
President 
American Airlines, Inc. 


TRUSTEES 


Francis B. Davis, Jr. 
Chairman of the Board 


United States Rubber Company 


Samuel H. Fisher 
Litchfield, Conn. 


William Hale Harkness 
New York 


Horace Havemeyer, Jr. 
Executive Vice President 
The National Sugar Refining 
Company 


B. Brewster Jennings 
President 
Socony-Vacuum Oil Co., Inc. 
J. Spencer Love 
President 
Burlington Mills Corporation 


Adrian M. Massie 
Vice President 


Howard W. Maxwell 
ew York 


Harry T. Peters 
New York 


Seton Porter | 
President, National Distillers 
Products Corporation 


Robert C. Ream 
President, American 
Re-Insurance Company 


Morris Sayre 
President, Corn Products 
Refining Company 


Charles J. Stewart 
vice President 


Vanderbilt Webb 
New York 


Member of Federal Deposit Insurance Corporation 





Tenth Class Leaves 
Graduate School of Banking 


HE Class of 1946, numbering 168 mem- 

bers, brings to 1,522 the total of alum- 
ni of the Graduate School of Banking of the 
American Bankers Association at Rutgers 
University. Of the school’s tenth graduating 
class, which received its diplomas on June 
28th, nineteen students had majored in 
trusts. They are: 


Corley Chapman, Troy (Ala.) Bank & 
Trust Co., T-46. 

Chester G. Eliason, First National Bank 
& Trust, New Haven, T-46. 

Harold J. House, Hartford-Connecticut 
Trust Co., 7-46. 

Howard Murkett, Central National Bank 
& Trust Co., Middletown, (Conn.), T-46. 

Thomas Grant, Jr., Union Trust Co., 
Washington, (D. C.), T-46. 

A. M. Adamson, Citizens & Southern Na- 
tional Bank, Atlanta, T-46. 

William L. Blake, Chicago Title & Trust 
Co., T-46. 

Wendell C. Griffith, Harris Trust & Sav- 
ings Bank, Chicago, T-46. 

Stanley A. Stamberg, Trust Company of 
Chicago, T-46. 

Frederick M. Knieriem, Union Trust Co., 
Baltimore, T-46. 

Harry C. Foehl, Union Country Trust Co., 
Elizabeth, (N. J.), T-46. 

Paul W. Mease, Howard Savings Institu- 
tion, Newark, T-46. 

Thomas F. McMahon, City Bank Farm- 
ers Trust, New York, T-46. 

John Harrison Sipple, Cleveland Trust 
Co., T-46. 

Conrad Donald Barto, Fidelity-Philadel- 
phia Trust Co., T-46. 

Russell E. Bonsall, Corn Exchange Na- 
tional & Trust, Philadelphia, T-46. 


Paul Albert Carr, Girard Trust Co., Phil- 
adelphia, T-46. 
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Russell J. Willison, Wilkinsburg (Pa.) 
Real Estate & Trust Co., T-46. 


Joseph E. Magnant, Industrial Trust Co., 
Providence, T-46. 


The students of the Trust Course elected 
Philip J. Orsi, of City Bank Farmers Trust 
Company, New York, chairman of their 
group for the coming year and named him, 
along with Wilmot R. Craig, Lincoln 
Rochester (N. Y.) Trust Company, as rep- 
resentatives of the Class of 1947. George 
E. Harrison, Land Title Bank and Trust 
Company, and John H. Zane, Provident 
Trust Company, both of Philadelphia, were 
chosen representatives of the Class of 1948. 


In accordance with the direction of the 
Class of 1947, a Trust Majors Committee 
was appointed by the 1947 representatives 
to prepare suggestions for next year’s ses- 
sion. The Committee is composed of: 


Chairman, Robert L. Cudd, Chase Na- 
tional Bank, New York; G. Frank Cole, 
Jr., American National Bank, Nashville; 
David H. Kendig, First-Central Trust Com- 
pany, Akron, O.; Duncan H. Newell, Jr., 
Old Colony Trust Company, Boston, and 
Robert S. Swain, First National Bank, Chi- 
cago. 


A PLACE OF INFLUENCE 


“As bank officers, you occupy a place of in- 
fluence in community life. Community improve- 
ments cost money. Your advice on sound 
financial procedure, your assistance in raising 
necessary funds for community development 
can be of great assistance in building com- 
munity life. 


“As citizens, bankers are often found on 
boards of directors of all kinds of community 
welfare agencies. It has been said that more 
bankers can be found in such work than any 
other business or professional group. The 
strength and character of local schools, parks, 
playgrounds, libraries and hospitals are de- 
termining forces in the life and happiness 
of a citizen. 

Dr. Harold Stonier 


Director of Graduate School of Banking 
in 1946 commencement address. 
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PENSION TRUST TAXATION 


From Employee’s Viewpoint 


FRANCIS J. AMER 
Vice President and Trust Officer, The National City Bank, Cleveland, Ohio 


O date most of the consideration that 

has been given to the tax questions in- 
volved in pension and profit sharing trusts 
has been from the point of view of the em- 
ployer, with little consideration to the tax 
consequences to an employee or his benefi- 
ciary. The consequences are entirely differ- 
ent under a trust that is qualified or ap- 
proved than they are under a trust that 
does not qualify or has not been approved. 
The former will be discussed first. 


Contributions for Life Insurance 


HE law provides that the employee is 
fen required to include in his income 
the contribution to a qualified trust made 
for his benefit, in the year in which it is 
made. The important exception is the rule 
relating to life insurance premiums which 
is found not in the statute but in the regu- 
lations. Reg. 29.165-6. The regulations pro- 
vide that if life insurance protection is 
purchased, its cost constitutes income to 
the employee in the year in which the pre- 
mium is paid. If the amount payable under 
the policy in the event of death at any time 
during the year exceeds the cash value (or 
if no cash value, then the reserve) of the 
policy at the end of the year, the entire 
amount of such excess is considered life 
insurance protection. The regulations pre- 
scribe the method of computing the cost 
of such life insurance protection by means 
of one year term insurance rates. 


Two theories may be suggested as a basis 
for this ruling. In the first place it may be 
said that the tax deduction for contribu- 
tions to a pension trust is limited to the 
cost of pension benefits, and that where the 
employer also pays for life insurance pro- 
tection as part of the pension plan, the cost 
of the life insurance is deductible under 
Sec. 23(a) as an ordinary and necessary 
business expense rather than under Sec. 
23(p) as a pension cost. From this it would 
follow that the exclusion of such contribu- 
tions from the income of the employee un- 


From address before 1946 Trust Confer- 
ence, Ohio Bankers Assn. 


der Sec. 165 applies only to contributions 
which are deductible under Sec. 23(p); 
hence, life insurance cost is not excluded 
under Sec. 165 but is included in the in- 
come of the employee in the year in which 
paid. 


If this be the basis, it would seem to fol-. 
low that the ruling would not be applicable 
to life insurance purchased in a profit shar- 
ing trust. The Bureau, however, approach- 
ing the matter from the other end, has, by 
a letter ruling, indicated that the amount 
allocated to life insurance protection forms 
no part of the 15% of total compensation 
which is the limit on deductions to profit 
sharing trusts but is allowed as an addi- 
tional deduction under Sec. 23(a). Hence, 
even in a profit sharing trust the amount 
spent for life insurance protection is tax- 
able income to the employee in the year in 
which the life insurance premiums are 
paid. This line of reasoning seems open to 
question since the insurance cost (1) is 
seldom, if ever, actually allocated at the 
time the contribution is made, (2) may 
bear little, if any, relation to the profit 
sharing contribution, and (3) may not be 
paid until several years after the contribu- 
tion to the trust. 


Another theory with respect to the ruling 
on life insurance cost is suggested by 
Sec. 22(b) (1). According to that section, 
amounts received under a life insurance 
contract paid by reason of the death of the 
insured are excluded from gross income. 
This means that if-the life insurance cost 
is not subjected to a tax in the year in 
which it is paid it will escape taxation en- 
tirely. In one sense all contributions to 
employees’ benefit plans represent deferred 
compensation. If the employer obtains a 
tax deduction for the contribution then 
every part of the contribution should be 
subjected to an income tax at some time or 
other. Most of it will be taxed at the time 
of distribution but because of Sec. 22(b)- 
(1) the cost of life insurance protection 
escapes taxation at that time. Therefore, if 
it is to be taxed at all it must be taxed at 
the time of contribution. 





Finally, it should be noted that the regu- 
lations present a marked inconsistency be- 
tween the treatment of the insurance ele- 
ment in individual policies in a pension or 
profit sharing plan and that in group life in- 
surance, the premiums for which are not 
taxable income to the employees. Which side 
of the fence a group permanent contract 
falls is still an open question. It is hoped 
that a more practical solution of this ques- 
tion of life insurance protection will be 
found by the Bureau in the near future. 


Distributions in General 


ITH respect to distributions irom a 
qualified trust there are two methods 
of taxing: 

(a) The capital gains tax method; 

(b) The annuity tax method. 

Under the capital gains tax method, the 
amount of the distribution, to the extent 
that it exceeds the amount, if any, contrib- 
uted by the employee, is considered a long 
term capital gain and is taxed as such. 
Reg. 165-6. 

Under the annuity method the amount 
of the distribution is taxable as an ordinary 
annuity. That is to say, where the plan is 
non-contributory the distribution is fully 
taxable as ordinary income; where the em- 
ployee has contributed to the plan then only 
an amount equal to 3% of his total contribu- 
tions is taxable in each year and the balance 
of the distribution is tax exempt until the 
entire amount of his contributions has been 
received as tax exempt distributions, after 
which any further distributions are fully 
taxable to him. This treatment of distribu- 
tions makes it advisable for the employee 
to keep a record of his contributions to the 
plan. 
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The regulations state that distributions 
are taxable in the year in which distributed 
or made available to the distributee. It 
seems that actual distribution is unneces- 
sary. The regulations further provide that 
if an annuity or insurance contract is dis- 
tributed to the employee, the cash surrender 
value of the contract is not income to the 
employee unless and until the contract is 
surrendered. In other respects the regula- 
tions shed no light on the question of 
when a distribution is available to the 
employee. In all probability the principles 
of constructive receipt are intended to ap- 
ply. See Reg. 29.42-2. Because of the rule 
with respect to the surrender of insurance 
and annuity contracts, the matter of a dis- 
tribution being made available is confined 
to cash distributions. Clearly such a distri- 
bution is not available until all necessary 
requirements for actual payment have been 
completed on the part of the Advisory Com- 
mittee and the Trustee. It is not clear what 
would be the rule where some action is re- 
quired on the part of the employee. 


The rule that the cash value of an in- 
surance or annuity contract distributed to 
an employee is not income until the contract 
is surrendered raises many puzzling ques- 
tions. For example, what is the answer 
where the employee, after receiving distri- 
bution in the form of a contract having a 
cash value, borrows all or part of the cash 
value but does not surrender the contract? 
To date there are no rulings on the point. 
If regard is given to the legal form of the 
transaction, the proceeds of the loan are 
not taxable income. On this basis, however, 
it would follow that the surrender value of 
the contract is income to the insured in the 
year in which the contract is surrendered, 
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whether or not the surrender is made by 
the insured or by the Company or the lend- 
er on default of payment, and whether or 
not the insured receives any part of the sur- 
render proceeds. The only alternative con- 
clusion is that by the device of a loan in- 
stead of surrender, the insured escapes tax- 
ation entirely. 


Again suppose the employee, after re- 
ceiving distribution of an insurance or an- 
nuity contract having a cash value, assigns 
it for a valuable consideration, and the as- 
signee surrenders the contract. Who has 
received taxable income—the assignor or 
the assignee? And when is it received? In 
the year of the assignment or the year of 
the surrender? Or suppose the assignment 
is without consideration. All these possibili- 
ties arise because of the rule that a contract 
with a cash value is not income until sur- 
rendered. One can only guess what the 
answers are, and it’s not safe to guess in 
the subject of income tax law. 


Capital Gains Tax Method 


HE capital gains tax method applies to 

all cases where the entire interest of 
the employee in the trust is paid within one 
taxable year of the distributee on account 
of the employee’s separation from service. 
Reg. Sec. 29.165-6. Separation from service 
here means separation from service for any 
reason whatsoever; thus it includes resig- 
nation, dismissal, death, retirement or dis- 
ability. Bearing in mind the rule regarding 
surrender of insurance contracts, the fol- 
lowing conclusions would seem to be called 
for: 


(a) If the entire interest of the employee 
is distributed in one year in the form of 
cash, the amount of cash distributed will 
be a long term capital gain to the distribu- 
tee in the year of distribution; 


(b) If the entire interest of the em- 
ployee is distributed in one year in the form 
of an insurance or annuity contract, the 
cash value of the contract at the time of 
distribution will be a long term capital 
gain to the distributee in the year the con- 
tract is surrendered. If, however, the con- 
tract is surrendered in part in one year and 
in part in a subsequent year, it is not clear 
whether the taxpayer reports the surrender 
proceeds as a capital gain or as ordinary 
income. 


(c) If the entire interest of the employee 
is distributed in one year partly in cash 
and partly in the form of an insurance or 
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annuity contract, the amount of the cash 
distribution will be a capital gain in the 
year of distribution and the cash value of 
the contract will be a capital gain in the 
year it is surrendered. 


Distributions on Retirement or 
Termination 


EARING in mind the special rule re- 

garding the surrender of policies, the 
distribution on termination of service will 
be taxed as ordinary income or as a capital 
gain, depending on whether the entire in- 
terest in the trust is distributed or made 
available in one year or is spread over more 
than one year. 

Whether an employee (or former em- 
ployee) will benefit taxwise by an entire 
distribution in one year or over a period of 
years, depends, of course, upon such indi- 
vidual’s circumstances. If he has little tax- 
able income other than the distribution 
from the trust, it will be to his advantage 
to have his interest in the trust paid to him 
over a period of years. On the other hand, 
if his other income is high it may save him 
taxes if his entire interest is paid in one 
year and subjected to the capital gains tax. 
In view of this it seems advisable to leave 
the mode of distribution within the discre-, 
tion of the Advisory Committee so that each 
case may be handled most advantageously 
for the recipient. 


Distributions on Death: Federal Income 
Tax 


HERE are three types of distributions 
that may be made from a pension or 
profit sharing trust on the death of a par- 
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ticipant, namely, (a) proceeds of life insur- 
ance, (b) refund of premiums under an 
annuity contract, and (c) payments from 
an invested trust fund. 


The general rule is that such distribu- 
tions are taxable to the beneficiary (wheth- 
er a named individual or an estate) the 
same as they would have been taxable to 
the participant. Thus, if pension or annuity 
payments are continued to his beneficiary, 
after the death of a retired employee, such 
payments are taxable to the beneficiary as 
ordinary income, except that if any part 
of the employee’s contributions have not 
been recovered tax free, the beneficiary 
will have the remaining exemption. The 
same rule applies if installment distribu- 
tions from a trust fund are made to the 
beneficiary. 


It must be remembered that a distribu- 
tion on death of an employee is, under the 
Income Tax Regulations, a distribution on 
account of the employee’s separation from 
service; hence, if the deceased employee’s 
entire interest in the trust is paid to the 
beneficiary within one taxable year of the 
beneficiary, the capital gains tax rule ap- 
plies. 


These rules cover distributions from an 
invested trust fund clearly enough. The dif- 
ficulties arise in the application of these 
rules to proceeds of insurance contracts 
which become payable by reason of the 
death of the employee. Sec. 22(b) (1) pro- 
vides that amounts received under life in- 
surance contracts, paid by reason of the 
death of the insured, are not includible in 
the gross income of the beneficiary, wheth- 
er such amounts are paid in a single sum 
or otherwise and regardless of who—in- 
sured or beneficary—elects the option*. In- 
terest payments on sums left with the in- 
surer under an interest only option are, of 
course, taxable. 


*The distinction argued on this point by 
the Treasury was abandoned after Mr. 
Amer delivered this address. See T. D. 
5515. 
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Sec. 22(b) (1) applies to “Amounts re- 
ceived under a life insurance contract.” 
Cash refund annuities are in fact not life 
insurance contracts. Hence death benefits 
paid under a cash refund annuity are tax- 
able to the beneficiary when received. The 
capital gains tax method would apply if full 
distribution is made in one year. If the 
benefits are distributed over a period of 
more than one year, the installments would 
be taxed as ordinary income in the year in 
which received. 


Confusion of Terms 


N endowment contract or a retirement 
income policy, even though fully ma- 
tured, is still a life insurance contract and 
amounts paid under such a contract if paid 
by reason of the death of the insured are 
tax exempt under Sec. 22(b) (1). Presum- 
ably the provisions of this section should 
apply to the proceeds of a life insurance 
contract held in a pension or profit sharing 
trust. There is nothing to the contrary in 
the section or in the regulations thereun- 
der. The regulations under Sec. 165-6, how- 
ever, raise a serious question by providing: 
“Any amounts paid under an annuity con- 
tract as a death benefit, not in the nature 
of life insurance, shall be included in the 
income of the beneficiary when received, 
and is (!) not excluded from income under 
Section 22(b) (1).” If this sentence of the 
regulations is intended to apply only to true 
annuity contracts there would be no diffi- 
culty with it. There are, however, very 
good grounds for suspecting that it was in- 
tended to cover much more than a true 
annuity. In the first place it would not be 
necessary to state that amounts paid under 
an annuity contract are not excluded from 
income under Sec. 22(b) (1) which applies 
only to life insurance, whereas annuities 
are covered by Sec. 22(b) (2). Further- 
more, at other places in Reg. 29.165-6 the 
language refers to “annuity contracts” 
when it is obvious that retirement endow- 
ment and retirement income contracts are 
also included. 


Finally, it should be observed that the 
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sentence quoted appears at the end of an 
example which illustrates the method by 
which the premium on a retirement income 
policy is broken into two parts, namely, the 
cost of the life insurance protection and 
the cost of the annuity benefit. 

The conclusion that seems to be called 
for is that this same method of dividing 
the contract into two parts will be followed 
with respect to the taxability of the pro- 
ceeds payable on death. One part, which is 
life insurance protection, is exempt under 
Sec. 22(b) (1), and the other, which is an 
annuity, is taxable under Sec. 165 (a) and 
Sec. 22 (b) (2). Presumably the proceeds 
will be split by the application of the same 
formula that is prescribed for determining 
what portion of the premium is taxable to 
the employee. Reg. 29.165-6. Thus, if the 
amount payable upon death at any time dur- 
ing the year exceeds the cash value (or if 
no cash value, then the reserve) of the in- 
surance policy at the end of the year, the 
entire amount of such excess will be the 
amount of life insurance protection. 

Although there have been no rulings on 
this matter, it seems fairly certain that the 
Commissioner will attempt to tax proceeds 
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of life insurance policies held in a pension 
or profit sharing trust on the basis suggest- 
ed here. Furthermore, this position would 
appear to apply as well to ordinary life in- 
surance as to retirement income or retire- 
ment endowmert policies. It is suggested 
that the theory that every part of the em- 
ployer’s contribution to a pension or profit 
sharing trust should be taxed to either the 
employee or his beneficiary at some time or 
other is entirely sound. The difficulty with 
the theory is that it runs up against the 
plain language of Sec. 22(b) (1). If Sec. 
22(b) (1) prevails and the entire proceeds 
of a retirement income contract are held 
exempt from tax, then the beneficiaries of a 
man who is insurable will have a very decid- 
ed advantage tax-wise over the beneficiaries 
of a man who fails to meet the insurance 
company standards. 


What will be the effect of settlement op- 
tions? For example, suppose a man with a 
$20,000 retirement income contract dies 
when the cash value of the contract is $10,- 
000. If the proceeds are payable to his wid- 
ow in a lump sum, $10,000 will be taxable 
to the widow as a long term capital gain in 
the year of the death of the husband. If, 








BROADER FACILITIES IN THE MIDDLE WEST 


Years of successful operation have indicated that careful coordination is needed 
in the engineering of an effective Employee Benefit Plan. 


There must be competent advice 
IN ECONOMICS 


IN LABOR 
RELATIONS 

IN ACTUARIAL 
PRACTICE 

IN LEGAL AND 
TAX PROBLEMS 
IN OVER-ALL 
COORDINATION 


experienced; 


—if a company is to be guided toward adoption of a Plan it can 
permanently support; 


—if maximum employee goodwill, minimum turnover are to be 


— if satisfactory benefit schedules are to be provided within the 
determination of economists and labor relations experts; 

—if Trust Agreements are to be drawn that will meet stringent 
requirements of the Treasury Department; 

— if a ‘balanced’ Plan carrying low ‘fixed commitment’ but adequate 
‘variable deposits’ is to be achieved. 


WICKENDEN, MORSS AND ASSOCIATES 


Consultants — Employee Benefit Planning 


295 Madison Avenue, New York 17 


Widener Building, Philadelphia 7 


Announces as its Associate in the Middle West 


PAUL WHITESIDE WILLER - PETERSEN 
900 N. Michigan Avenue, Chicago 11, Illinois 
Whiteside Building, Hutchinson, Kansas 
310 N. Sheridan Street, Colorado Springs, Colorado 


This new association makes available in the Middle West every facility needed in the 
engineering of Pension, Profit-Sharing, Incentive, Bonus and Welfare Plans that over- 
come many current management-labor problems. 


Write for our new brochure. 





70 


however, the proceeds are paid to his widow 
in monthly installments, then one-half of 
each installment would be exempt from tax 
and one-half would be taxable to the widow 
as ordinary income. 


Distributions on Death: Federal Estate 
Tax 


It seems likely from the provisions of 
the Federal Estate Tax Law that all death 
benefits paid under a qualified pension or 
profit sharing trust are part of the gross 
estate of the decedent. Under Sec. 811(g¢) 
of the Internal Revenue Code, as amended 
in 1942, proceeds of insurance on the life 
of the decedent are included in his gross 
estate if the proceeds are receivable by the 
executor; or the insured directly or indirect- 
ly paid the premiums; or the insured pos- 
sessed at his death any of the incidents of 
ownership with respect to the policies. 

The Regulations (Reg. 105, Sec. 81.27) 
provide that one of the incidents of owner- 
ship is the right to change the beneficiary. 
Since P.S. 19 requires a qualified Plan to 
provide that each participant shall have the 
absolute right to designate and change the 
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death beneficiary, it follows that all pro- 
ceeds of life insurance under an approved 
Plan are includible in the estate of the de- 
cedent for Federal Estate Tax. 


Subsection (g) of Section 811 covers only 
amounts receivable “as imsurance under 
policies upon the life of decedent.” If we 
apply the theory of dividing a policy into 
two parts, which was discussed in connec- 
tion with the income tax, we must conclude 
that the amount receivable as insurance 
is the excess, if any, of the proceeds pay- 
able on death over the cash value, if any, at 
the end of the year in which death occurs. 
Only this amount can, consistently with the 
treatment for income tax purposes, be con- 
sidered as insurance and covered by Sec. 
811(g). We must look at the other subdivi- 
sions of Sec. 811 for an answer with regard 
to the taxability of other amounts payable 
on death. 

If death benefits other than life insurance 
proceeds are to be included in the gross es- 
tate, they will have to be included under 
subsections (a), (c), (d) or (f) of Section 
811. Subsection (a) covers all property “to 
the extent of the interest therein of the de- 
cedent at the time of his death.” Subsection 
(c) covers all property “of which the de- 
cedent has at any time made a transfer... 
in contemplation of or intended to take ef- 
fect in possession or enjoyment at or after 
his death.” Subsection (d) covers all prop- 
erty “of which the decedent has at any time 
made a transfer . . . where the enjoyment 
thereof was subject at the date of his death 
to any change through the exercise of a 
power ... by the decedent .. . to alter, 
amend, revoke or terminate.” Subsection 
(f) covers all property “with respect to 
which the decedent has at the time of his 
death a power of appointment.” 


In a contributory annuity plan it is usual- 
ly provided that upon the death of the par- 
ticipant, either before retirement or after 
retirement, but before he has_ received 
benefits equal to his contributions, the 
amount of his contributions, or the unpaid 
balance thereof, with interest, is payable 
to a beneficiary designated by him during 
his lifetime. Such benefits, arising from the 
decedent’s own contributions, plus interest, 
are includible in the gross estate of the de- 
cedent under Sec. 811(c) as a transfer in- 
tended to take effect at death. Kernochan v. 
United States. F. Supp. 860 (Ct.Cl.1939). 
In a similar case the Board of Tax Appeals 
decided the contributions of the decedent 
were part of his gross estate under Sec. 





811 (c) and (d). Estate of Wilson, 42 
B.T.A. 1196 (1940). 

If the Plan provides life insurance pro- 
tection and the employee’s contributions are 
applied to the payment of the life insurance 
cost, the life insurance proceeds paid on 
death would be taxable, not only because 
the insured had the right to designate the 
beneficiary, but also because he paid the 
premiums. 


Taxable Power of Appointment 


ITH respect to benefits derived from 

employer contributions, it seems that 
Subsection (f), dealing with powers of ap- 
pointment, is the provision most likely to be 
used to subject death benefits, other than 
insurance, to the Federal Estate Tax. A 
power of appointment is defined by the 
statute as any power to appoint exercisable 
by the decedent, either alone or in conjunc- 
tion with any person, except a power to ap- 
point within a restricted class. The Regula- 
tions state that the term “‘power of appoint- 
ment” includes all powers which are in sub- 
stance and effect powers of appointment 
regardless of the nomenclature used in cre- 
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ating the power and local property law con- 
notations. Reg. 105, Sec. 81.24. 

Under such a broad definition it seems 
certain that the right to designate the re- 
cipient of sums of money payable on death 
is a power of appointment. Since under P.S. 
19 the right to designate a beneficiary must 
be unrestricted it cannot come within the 
class of powers that are excluded from tax- 
ation. The effect of this ruling is to make all 
death benefits under an approved pension 
or profit sharing trust subject to the Fed- 
eral Estate Tax. While there are strong 
grounds for arguing that P.S. 19 is an un- 
warranted and improper ruling under the 
law and the regulations, that argument 
cannot be made after a provision conform- 
able to this ruling has been written into 
the Trust Agreement. Such an argument 
can only be made in the matter of the ap- 
proval of the Plan and Trust. 


Right of Reimbursement 


HE Internal Revenue Code now pro- 
vides that, unless the decedent directs 
otherwise in his will, if any part of the tax 
is attributable to a power of appointment 
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that is taxable under Sec. 811(f), the 
executor has a right to pro-rata reimburse- 
ment from the person receiving such prop- 
erty either by the exercise, non-exercise or 
release of the power. Sec. 826(d). Similar- 
ly, if any part of the tax is attributable to 
insurance that is taxable under Sec. 811 
(gz), the executor, unless the will otherwise 
directs, has a right of reimbursement from 
the beneficiary. 

As to death benefits from a pension or 
profit sharing trust that are in the nature 
of life insurance, the executor clearly has a 
right of reimbursement from the benefi- 
ciary for the pro-rata share of the tax that 
is attributable to the insurance, unless, of 
course, the will directs otherwise. With re- 
gard to death benefits that are not in the 
nature of life insurance, the right of reim- 
bursement depends on whether the death 
benefits are taxable under Subsection (f) 
of Sec. 811 or under some other subsection, 
the answer to which is not certain at the 
present time. 

In view of the fact that such death bene- 
fits may often be tied up under insurance 
contract options or by installment payments 
under a trust it would seem advisable that 
regard be given to this situation in the 
preparation of < will so that, if the benefi- 
ciary be expected to pay the share of the 
estate tax attributable to his benefit, the 
death benefit itself be available for such 
payment, whereas if the entire tax is to be 
paid out of the general estate, a suitable 
provision to that effect be incorporated in 
the will. 


Application of Section 126 


INCE death benefits are subject to Fed- 

eral Estate Tax and are also, with the 
exception of true life insurance benefits, 
subject to income tax in the hands of the 
person receiving such benefits, considera- 
tion should be given to Section 126 of the 
Internal Revenue Code. That section pro- 
vides that where income accrued at the 
date of death is received by the decedent’s 
estate or distributee it is not taxable as in- 
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come to decedent but is taxable to the re- 
cipient. Furthermore, since such items are 
also subject to Federal Estate Tax, the per- 
son paying the income tax is allowed a de- 
duction for that portion of the estate tax 
that is attributable to such items. 

Is Sec. 126 applicable to death benefits 
under pension or profit sharing trusts? Is 
a beneficiary who reports as taxable income 
a distribution from a pension or profit shar- 
ing trust entitled to a deduction for the 
portion of the estate tax attributable to this 
interest? No answer can be obtained from 
the regulations. It would seem that the de- 
duction should be allowed, yet the language 
of Sec. 126 is probably not broad enough to 
make it apply. 

Ohio Inheritance Tax 


NDER G.C. Sec. 5332-4, proceeds of 
} hore of life insurance payable on 
the death of the insured otherwise than to 
the estate of the insured are not subject to 
inheritance tax. It is believed that this sec- 
tion applies as well to retirement income 
or endowment policies as to ordinary life in- 
surance. It would, however, not apply to re- 
fund annuities. 

With respect to death benefits other than 
life insurance, it would seem that they are 
subject to tax under the power of appoint- 
ment section of G.C. 5332. Subparagraph 4 
of that section provides that the exercise 
or non-exercise of a power of appointment 
shall be deemed a succession taxable in the 
same manner as if the property belonged to 
the donee and had been bequeathed by the 
donee by will. 

In view of these two statutes it appears 
that all death benefits under a pension or 
profit sharing trust, with the exception of 
life insurance proceeds payable otherwise 
than to the estate of the decedent, are sub- 
ject to tax. 

Distributions from a Non-Exempt Trust 
HE regulations provide that if the dis- 
tribution occurs in a taxable year of the 


trust for which it is not exempt under Sec. 
165(a) the taxability of the distribution 
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will depend on the taxable status of the 
trust under other provisions of the Internal 
Revenue Code at the time of the distribu- 
tion. Reg. Sec. 29.165-6. Just what this 
means is difficult to say. It is suggested 
that amplification of this section will be 
needed in the future in order to make it 
operative. 

If the trust is exempt in the year in 
which the distribution is made, but was not 
exempt in one or more prior years, then an 
adjustment must be made in order to de- 
termine the amount of the distribution that 
is taxable. The necessity of this adjustment 
arises from the fact that the distribution 
will consist of (1) contributions made in an 
exempt year which therefore have not been 
previously taxed; (2) contributions made 
in a non-exempt year which may have been 
taxable to the employee in such year, and 
which are therefore tax exempt in the year 
of distribution; (3) earnings of the trust 
in a tax exempt year which have not pre- 
viously been taxed; (4) earnings of the 
trust in a non-exempt year which have been 
taxable to the Trustee in such year and are 
therefore tax exempt in the year of distri- 
bution. 


The Regulations provide that the amount 
of the taxable distribution may be reduced 
by the part thereof shown to the satisfac- 
tion of the Commissioner to be properly al- 
locable to employer contributions or earn- 
ings of the trust previously accounted for 
as taxable income by the employee, or to 
earnings of the trust previously accounted 
for as taxable income by the Trust. Reg. 
165-6. The situation creates what might 
be a rather complicated computation. 


Information Returns 


HE Regulations provide that for the 

calendar year 1945 and for subsequent 
years amounts distributed or made avail- 
able to a beneficiary under an employee 
trust governed by the provisions of Section 
165 shall be reported by the Trustee on 
Form 1099 to the extent that such amounts 
are includible in the gross income of such 
beneficiary where the amounts so includ- 
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ible are $500 or more. Reg. 111, Sec. 29.147- 
2, as amended by T.D. 5480. 


Under these regulations it seems that a 
Form 1099 should be filed by the Trustee in 
all cases of installment distributions where 
the amount distributed is $500 or more to 
any one person in any calendar year. In 
case of a lump sum distribution of a partici- 
pant’s entire interest in the trust a Form 
1099 should be filed when the amount of 
the distribution is $1,000 or more, since 
only 50% of such a distribution is includible 
in the gross income of the recipient. If an 
insurance or annuity contract is assigned 
to the participant a Form 1099 need not 
be filed since the cash value of such a con- 
tract is not income until the contract is sur- 
rendered. 


In the case of insurance or annuity con- 
tracts maturing by death the Trustee 
should file a Form 1099 if the Trustee col- 
lects the policy proceeds and disburses tnem 
to the beneficiary. If settlement is made 
directly by the insurance company without 
the funds going through the Trustee’s 
hands, it is not clear from the regulations 
whether the Tristee should file an informa- 
tion return. In case of doubt, however, and 
because of the phrase “made available” in 
the regulations, it would seem advisable for 
the Trustee to file a return in all such cases 
where the proceeds are $1,000 or more. 


—_--————_ 0--———_ 
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Representative leaders in all phases of 
banking addressed the 44th Annual Conven- 
tion of the American Institute of Banking, 
educational section of the American Bank- 
ers Association, held at Cincinnati, June 
10 to 13. Ex- 
tracts from a 
number of pa- 
pers are  pub- 
lished in this is- 
sue. 

Felix Mon- 
tano, trust offi- 
cer of The Hart- 
ford - Connecti- 
cut Trust Com- 
pany, presided 
at the confer- 
ence on “Trust 
Business and In- 
vestments,” at 
which T. Wesley 
Matthews, assistant vice president, Girard 
Trust Company, Philadelphia, discussed 
“What Price Common Trust Funds?” AI- 
len Crawford, vice president, Bankers Trust 
Company of Detroit, spoke on “Community 
Economic Leadership Through Public Re- 
lations,” and Henry Lyman Greer, vice 
president, The Fifth Third Union Trust 
Co., Cincinnati, discussed “Trust Invest- 
ments Under Revolution.” The first two 
addresses are reported herein; the last will 
be printed in the next issue. 


GEORGE J. GREENWOOD, JR. 


George J. Greenwood, Jr., assistant man- 
ager of the Bank of California N. A., Port- 
land, Ore., was elected president of the 
A.I.B. for the coming year. He moves up 
from the vice presidency. 


New Business Department Essential 


“If your bank is to maintain its position on 
the business horizon, the directors, officers and 
employees must recognize the place of sales- 
manship in the organization and functioning 
of your bank’s affairs,” according to Thomas 
J. Kiphart, Director of Public Relations of 
The Fifth Third Union Trust Company of 
Cincinnati. “The place of a New Business 
Department in the bank will be determined 
by the importance which the management at- 
taches to the continued growth of the bank. 


“A staggering amount of business is lost 
annually to banks through no fault of theirs,” 
he continued. “But it is each bank’s responsi- 
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GREENWOOD ELECTED PRESIDENT AT ANNUAL MEETING 
OF AMERICAN INSTITUTE OF BANKING 


bility to replace this natural reduction in 
business, because in the long run, it will be 
found that unsolicited business doesn’t walk 
in the door in sufficient volume to offset such 
normal losses. 


“You cannot rely solely on either the sound- 
ness of your banking methods or the efficiency 
of your service to build your bank to its maxi- 
mum possibilities. Therefore, intelligent and 
intensive salesmanship is’ necessary in selling 
banking service, just as it is in selling any 
commodity. ‘New business’ need not neces- 
sarily mean ‘business from new customers’ 
but may mean ‘increased business’ or ‘more 
profitable business’ from present customers.” 


Solving Supervisory Problems 


Just as “to the customer the teller is the 
bank” so is it true that “to the employee his 
supervisor is the bank,” declared Theron D. 
Elder, assistant vice president of The First 
National Bank and Trust Company, Okla- 
homa City. 


“Management expects two things from a de- 
partment,” Mr. Elder said, “production and 
quality. To secure them it provides machines, 
manpower and material. To these the super- 
visor must add the cooperation and loyalty of 
his people to achieve the desired results. 


“The supervisor gets results through his 
people, and not by his efforts individually. 
Every one of his responsibilities: production, 
cost, quality, training, customer relations, and 
all others, all concern people, and the results 
he gets are a direct reflection of the relation- 
ships he has with those people.” 


The foundations for good personal relations, 
according to Mr. Elder, are: 

“Let each worker know how he is getting 
along. Figure out what you expect of him. 
Point out ways to improve. 

“Give credit when due. Look for extra 
or unusual performance. 

“Tell people in advance about changes 
that will affect them. Tell them why, if pos- 
sible. Get them to accept the change. 

“Make the best use of each person’s abil- 
ity. Look for ability not now being used. 
Never stand in a man’s way.” 


The Job Relations Training course of the 
American Institute of Banking offers an or- 
ganized plan or method for handling prob- 
lems that arise in any manner, Mr. Elder 
continued. “This is called the ‘Four Step Meth- 
od’: (1) Get the facts; (2) Weigh and decide; 
(3) Take action; (4). Check results.” 
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@ Quickened by the war, the demands upon government to perform 
more and more services for the protection and well-being of its 
citizens have multiplied almost unbelievably. The result has been 
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And with this growth in administrative agencies, the complexities 
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If you are like most of us...in the dark largely about govern- 
mental departments, bureaus, commissions, and the scores of federal 
agencies whose operations and very names have seemed to change 
almost over night... 


... then this new improved and streamlined CCH reporter — 
Federal Administrative Procedure — especially designed to keep you 
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of practice and procedure — of practically every governmental 
department, office, bureau, agency, or activity of importance — will 
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RECENT BANK RETIREMENT PLANS 


HE employee retirement plans recent- 

ly adopted by three of our clients in 
the banking field provide a striking il- 
lustration of the fact that plans may vary 
widely, even within a particular branch of 
business or industry. 


The three banks whose plans are com- 
pared below are the Corn Exchange Na- 
tional Bank and Trust Company (Philadel- 
phia), The Second National Bank of New 
Haven (Connecticut) and The Pennsyl- 
vania Company for Insurances on Lives and 
Granting Annuities (Philadelphia). 

Comparing first the methods of financ- 
ing, the Corn Exchange chose a wholly 
trusteed fund, The Second National a 
wholly insured plan of the “group perma- 
nent” type, and The Pennsylvania Com- 
pany a combination arrangement whereby 
basic benefits for all employees are pro- 
vided through a trusteed fund and addi- 
tional benefits related to earnings in ex- 
cess of $3,000 are provided on an insured 
basis. 


No employee contributions are required 
under these plans. 


The benefit formulas differ widely 
among the three banks, although the end 
result in each case is a benefit which, when 
added to Social Security, should provide 
an adequate living income for the retired 
employee. The following is a brief descrip- 
tion of how that end result is achieved 
in each case: 


(a) Corn Exchange: Past service bene- 
fits of 34 of 1% of the first $3,000, 
plus 142% of the excess over $3,000, 
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of present salary for each year of 
credited past service. Future ser- 
vice benefits of 1% of the first 
$3,000, plus 2% of the excess over 
$3,000, of each year’s salary. 

The Second National: Approximate- 
ly 24% of the first $3,000, plus 50% 
of the excess over $3,000, of annual 
salary regardless of length of ser- 
vice, except that a pro rata reduc- 
tion is made for employees with less 
than 15 years of total service. 


The Pennsylvania Company: The 
basic trusteed plan provides °4 of 
1% of present salary for each year 
of credited past service, plus 1% of 
salary for each year of future ser- 
vice. The insured “excess” plan pro- 
vides 20% of salary in excess of 
$3,000, regardless of length of ser- 
vice. 


It will be noted that the Corn Exchange 
and The Second National plans differ 
fundamentally in the manner of determin- 
ing benefits, while that of The Pennsyl- 
vania Company represents a combination 
of the characteristics of the other two. 


Finally comparing the death benefits of 
the three plans, The Second National plan, 
and the insured excess part of The Penn- 
sylvania Company plan include life insur- 
ance of $1,000 for each $10 of prospective 
monthly retirement income; while the 
Corn Exchange plan in its entirety, and 
the basic trusteed part of The Pennsyl- 
vania Company plan provide no death 
benefits. These provisions were determined 
after due consideration had been given to 
existing group life insurance. 


From monthly Letter of Towers, Perrin, 
Forster & Crosby, Inc., Philadelphia. 


————o 


Allegheny County Fiduciaries Elect 


George M. Fehr (trust officer of Common- 
weath Trust Co., Pittsburgh) was _ elected 
president of the Corporate Fiduciaries Asso- 
ciation of Allegheny County; Bernard J. Hamp- 
sey (vice president of Potter Title & Trust 
Co.) elected vice president; Alan C. Christner 
(trust officer of Union Trust Co.) elected secre- 
tary; Elmer A. Doege (trust officer of Peo- 
ples-First National Bank) elected treasurer. 





NEW TRUST HORIZONS WITH COMMON 
TRUST FUNDS 


New Business As Well As Savings Opportunities 


A. W. WHITTLESEY 


Vice President, The Pennsylvania Company for Insurances on Lives and 
Granting Annuities, Philadelphia 


FTER five to seven years of experience 
A with Common Trust Funds in the 
Philadelphia area, living within the Federal 
Reserve regulations has proved to be en- 
tirely practicable. Already we have wit- 
nessed a recognition by the Federal Reserve 
authorities that the Common Trust Fund is 
a sound business operation. Were it not so, 
the Board would not have approved the in- 
crease in the limitation to $50,000. That ac- 
tion has materially stepped up the interest 
in Common Trust Funds. Future amend- 
ments to the regulations will be forthcom- 
ing if and when experience proves them to 
be desirable and necessary. 

The opportunities for developing the type 
of trust account that appeals to most trust 
men is largely blocked by the governmental 
tax agencies. Close examination of your 
own individual situation may well reveal, as 
it has with us, that you have a much larger 
proportion of small accounts than possibly 
you would like to admit. Any bank that 
wishes to be true to its over-all policy of 
providing adequate services for its small 
banking customers should employ the Com- 
mon Trust Fund as a means of providing 
equally fine trust service for persons of 
small and moderate means. In short, we be- 
lieve that Common Trust Funds provide 
new horizons for well rounded public rela- 
tions. 


The Philadelphia Experience 


HERE are seven trust companies in 

Philadelphia operating a total of eleven 
Funds—seven Discretionary and four Le- 
gal. Most of these have been operated for 
over five years and it is interesting, there- 
fore, to know that the trust companies op- 
erating these Funds are unanimous in the 
opinion that they are desirable for the 
proper management of moderate sized es- 


Extracts from address before California 
Bankers Association, May 238, 1946. 


The Philadelphia Funds have a present 
composite market value of over $161,000,- 
000 and are being participated in by 10,500 
different trust accounts, or an average of 
$15,300 per trust account. Three of the 
Philadelphia Discretionary Funds now have 
assets of between $30,000,000 and $35,000- 
000, with participants ranging between 1,- 
500 and 1,800 accounts, while the smallest 
Discretionary Fund has assets of $1,300,- 
000, with 65 participating accounts. Al- 
though three of the Philadelphia Legal 
Funds have assets ranging between $8,000,- 
000 and $10,000,000 it is very illuminating 
to know that one small Philadelphia Legal 
Fund has assets of only $332,000 and yet 
has 374 participants, or an average partici- 
pation of only $900 per account. 


In Philadelphia the pattern of Fund 
plans has become quite standardized and, 
as a result of amendments in several of the 
plans, there is now a remarkable conform- 
ity in all of them. Accounting procedures 
are virtually identical; practices differ 
chiefly in that two of the Funds are oper- 
ating on a monthly valuation basis, while 
the remainder function quarterly, although 
amendments to two of the latter will short- 
ly place them on a monthly basis also. As 
far as original unit values are concerned, 
two of the Funds started with $100, one 
with $50, and all the others with $10. With 
respect to income, all Philadelphia Funds 
are on the accrual basis, since the only one 
using the cash basis amended its plan a 
year ago. Dividends from the Funds are, 
in almost all cases, paid out of actually re- 
ported earnings rather than out of income 
actually received. 


Because of Personal Property Taxes 
there has been a considerable advantage in 
our state for placing funds on a fiscal year 
basis so as to lighten the tax burden in the 
normally heavy period of the first three 
months of the year. There would appear to 
be similar advantages in adopting fiscal 
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Skit contrasting present-day bank operations with “gay 90’s” makes hit at 
Management Conference of California Bankers Assn.’ 


Photo courtesy of Burroughs Clearing House 





year end dates in California Funds. The 
requirements with respect to Federal In- 
come Tax returns are very simple, particu- 
larly for companies which have tabulating 
equipment. If tabulating equipment is not 
being used it would be better to have quar- 
terly valuation dates rather than monthly. 


Investment Savings 


indicate that Common Trust Funds are 
pointing the way to efficient operations, 
better cost controls and profitable opera- 
tions. In two cases the process of “folding 
over” securities to go into Funds has re- 
sulted in the elimination of 20% to 25% of 
the total investment items held by those two 
companies prior to the establishment of 
their Common Trust Funds. When you ap- 
ply the factors of activity involved in a 
sale of a security in an individual trust ac- 
count and the reinvestment of the proceeds, 
against the vast volume of eliminated items 
you can appreciate what a tremendous fac- 
tor a Fund can be toward more economical 
operation. 

The two trust companies referred to find 
that today they have 840 and 1,100 ac- 
counts, respectively, fully invested in one or 
the other of the two Funds that they each 
operate and that these wholly invested ac- 
counts now amount to approximately 21% 
and 22%, in number, respectively, of the 
total active trusts on their books. A study 
of the ultimate possibilities of these two 
companies indicates that between 40% and 
48% of their active trusts are susceptible 
for ultimate investment in either their Dis- 
cretionary or Legal Funds. 

Functionally, the only duties in fully-in- 
vested trust accounts now consist of four 
postings of dividends from the Fund, four 
calculations of commissions, and four dis- 


; ire: results of the Philadelphia Funds 


bursements of income per annum, and the 
mailing, once a year, of the Fund’s annual 
report. The amounts that have to be report- 
ed to the Federal authorities from the 
standpoint of income and either capital 
gains or losses are determined basically on 
a per unit basis so that effectively the one 
calculation is applicable to all Fund ac- 
counts, with merely a different multiple 
depending on how many units are held in 
each trust. 


From a management standpoint these 
Fund accounts have been isolated from the 
general run of trusts with a separate group 
of control numbers and a single adminis- 
trator. There is no further necessity of 
pricing or reviewing them and administra- 
tive factors have almost disappeared, ex- 
cept for those which occur at the termina- 
tion of the trusts themselves. From an in- 
vestment standpoint all of these fully in- 
vested accounts are reviewed simultaneous- 
ly every time the Fund itself is reviewed. 


How About “Small” Banks? 


E cannot speak from direct experi- 

ence regarding so-called small trust 
companies, but we have witnessed the suc- 
cess of certain Funds running from $300- 
000 up to $1,300,000, where the executives 
of the companies represented are, if any- 
thing, even more enthused about Common 
Trust Funds than are the larger companies. 
The main difficulty with a small organiza- 
tion is that all phases of trust work are 
concentrated in a relatively small operating 
staff. Where this is true it would seem 
that any development which permits fin- 
gertip control and mass management of a 
large percentage of the total trusts admin- 
istered would be highly desirable from the 
standpoint of conserving executives’ time 
for attention to the larger trusts. 
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The determining factor as to whether a 
Common Trust Fund can be beneficial and 
effective in the management of a trust de- 
partment does not depend on how many 
millions of dollars of trust funds are man- 
aged but rather on the percentage of ac- 
counts which can be handled through the 
medium of the Common Trust Fund. If the 
number of these accounts amounts to any 
reasonable percentage of total accounts, 
then the Common Trust Fund would be an 
indispensable vehicle for your Trust De- 
partment, whether small or large. 


Diversification Aids Yield 


HE present composite diversification 
of the seven Philadelphia Discretionary 
Funds follows: 


Low 


35.7 % 
18.1 
25.3 
24.9 
2.3 
12.0 
30.4 
1.5 


High 
54.0% 
33.8 
44.6 
34.9 
20.2 
33.0 


Average 
Bonds & Cash 42.3% 
Preferreds 25.3 
Commons 32.4 
Governments & Cash 30.8 
Rails 9.8 
Utilities 19.6 
Industrials 36.9 43.1 


Financials 2.9 5.2 


In most of these widely diversified Funds 
there are between 100 and 150 investments 
scattered over every field of American in- 
dustry and the average investment in prac- 
tically all cases, other than government 
bonds, amounts to less than 1% of the total 
portfolio. Consider what a splendid degree 
of protection this provides for the benefi- 
ciary of a moderate sized trust account. A 
casualty in one of the holdings in a small 
account might represent 5% to 10% of the 
entire trust. Morever, small accounts fully 
invested in a Fund frequently will obtain a 
better average income rate than if they 
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were separately invested — because the 
smaller the trust the greater the proportion 
of government bonds. 


New Business Opportunities 


E visualize that Common Trust Funds 
W provide an opportunity for trust com- 
panies not merely of consolidating a num- 
ber of existing accounts but, just as im- 
portantly, of offering trust services in 
brand new ways to fit all different types 
of situations. There is an availability factor 
about Common Trust Funds that makes 
them peculiarly fitted for inclusion in the 
total services that a trust company can ren- 
der. Where, for instance, do you have a 
more ideal possibility for moderate sized 
living trusts than where a Common Trust 
Fund is in operation? Individuals who de- 
sire to build up an estate gradually out of 
earnings have the opportunity to do so by 
establishing a trust even as small as $5,000 
with investment in a Common Trust Fund 
and thus attain their objectives with mini- 
mized risk because of the diversified in- 
vestment protection inherent in the Fund. 


Present and prospective tax laws empha- 
size the advantage of dividing income 
among members of a family through the 
creation of trusts. But do we realize that 
where a Common Trust Fund is operated 
there is available not only a sound medium 
for the administration of such family trusts 
but even more importantly that each one 
of them obtains identical factors of estate 
protection? 


In annuity type trusts we can visualize 
nothing better than having them invested 
in a Common Trust Fund where it is possi- 
ble and practicable to liquidate enough 
Fund units to meet the necessary payments 


KENDE GALLERIES 
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ESTATES 


selling estates. Cash advances on properties for 
estates in need of administration expenses or taxes 
will be made. All sales are given unusually 

coverage in newspapers and magazines. Write or 
phone for information about the additional advan- 
tages offered by the Kende Galleries, PE 6-5185. 
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where income is insufficient, and yet pro- 
vide that the remainder of the trust con- 
tinues fully invested. 


We find increasing interest in combining 
the fixed income advantages of the optional 
modes of settlement offered by insurance 
companies with the flexible advantages of 
a trustee relationship. Part of the proceeds 
of life insurance can be left on optional set- 
tlements with the remainder placed in trust 
and invested in a Common Trust Fund to 
provide for emergencies and special contin- 
gencies. Furthermore, under such an ar- 
rangement it is possible that the estate 
which is left under will can be combined 
with the trust so as to consolidate and co- 
ordinate the entire estate. We visualize, 
also, that in creating funded Life Insur- 
ance Trusts, a Fund would provide an ideal 
medium for making periodic investments in 
living protection, and where income from 
the trust is in excess of premiums it can be 
accumulated or paid out. 


The fact that only forty-six companies in 
the twenty-six states with enabling statutes 
have yet seen fit to establish Funds may be 
attributed to two main factors. First, the 
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idea of Common Trust Funds is still, rela- 
tively speaking, new and, second, it must be 
remembered that the trust industry is fun- 
damentally conservative, with a natural 
tendency for most companies to make haste 
slowly. 


Looking ahead, it appears that the de- 
gree of interest that has been evidenced 
since the limitation was increased last year 
to $50,000 portends that there will be a con- 
siderable increase in the number of Funds 
that will be started over the next few years. 
California has been a leader in developing 
small estates service and annuity-type 
trusts. Common Trust Funds are a natural 
complement for both of these developments. 


When the many real and tangible advan- 
tages are properly weighed we feel confi- 
dent you will recognize that there are new 
trust horizons with Common Trust Funds. 
Next year your legislature will be in the po- 
sition to project these new horizons on your 
trust industry screen by passing the pro- 
posed enabling iegislation permitting estab- 
lishment of Common Trust Funds. It will 
then be up to each trust executive to make 
the picture come true by setting up a Fund. 
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INVESTMENTS FOR COMMON TRUST FUNDS 
Advantages to Large and Small Accounts Weighed 


T. WESLEY MATTHEWS 
Assistant Vice President, Girard Trust Company, Philadelphia 


OMMON trust funds enable the trust 

company to offer complete trust service 
to the thrifty common man. This is impor- 
tant to know for the present as well as the 
future because most surveys on the future 
trends of trust business indicate that trust 
accounts will be smaller than they have 
been. Also, they permit a more economic 
handling and make available to the existing 
small account a better investment service 
than was possible to offer in the past. Final- 
ly, they give a service medium with which 
to meet the competition of other agencies 
that are competing for the savings of the 
customers. 


When a trust company operates a com- 
mon trust fund as a part of its trust service, 
it can give to the smallest account all and 
the same benefits that it gives to the largest 
account. The trust company can give the 
account invested in the common trust fund 
a dispersion of risk; an income return 
commensurate with the amount of risk as- 
sumed; and almost constant supervision, all 
at a great saving in operational cost to the 
trust company itself. 


Operational Savings 


O demonstrate how a common trust 
fund effects savings in operational 
cost let us review the number of operational 
steps in an account individually invested in 
contrast with one entirely invested in a 
common trust fund. Assume the account 
individually invested has a value of $25,- 
000 with fifteen security issues; 7 bonds, 
4 preferred and 4 common stocks. Funds 
evenly divided among the items represent 
6%% investments per issue (the largest 
individual item other than Governments in 
Girard Trust Company’s Common Trust 
Fund represented only 1.41% of the total 
Fund). 
The 7 bonds require the following opera- 
tion. 
14 Advices to cut coupons at the semi-an- 
nual interest dates 


From address at annual convention of 
the American Institute of Banking, Cin- 
cinnati, June 12. 


Coupons to cut 

Ownership certificates to prepare 
Entries to credit interest to accounts 
Postings to account ledgers 

Interest items to type on statements 
Interest items to audit. 


The 4 preferred and 4 common stocks 
have quarterly dividend dates which re- 
quire 258 operational steps: 

32 Collections of dividend checks 

32 Entries to credit dividends to accounts 

32 Postings to account ledgers 

32 Dividend items to type on statements 

32 Dividend items to audit. 


Now if the account were entirely invested 
as in the common trust fund, there is a 
standard number of operations (28) no 
matter how large or small the account: 

Listings of income due 
Apportionments of income 

Entries crediting income to account 
Postings of income to ledgers 
Income items to type on statements 
Audits of income apportionment 
Audits of the accounts’ income 


Note that all operational steps listed were 
in reference to income collections. There 
are additional savings in the: administra- 
tion of the individual accounts and savings 
in the investment work as there are no in- 
vestments and reinvestments to make as se- 
curities mature, are redeemed, or are sold. 
Investment reviews of the account may be 
perfunctory with the sure knowledge that 
every time the common trust fund is re- 
viewed there is a simultaneous review of 
the account. The work in the tax department 
is simplified. Auditing work is reduced al- 
most to the same extent as the income col- 
lection operations that were reviewed. 
There is also a saving in the amount of vault 
space required for the safekeeping of the 
securities. 


Risk Diversification 


NE outstanding reason, from an invest- 
ment standpoint, for the establishment 
of a common trust fund is the diversifica- 
tion or dispersion of risk that it offers. 
This principle, while considered one of the 
first requirements of successful portfolio 
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management, does not of itself, however, 
assure good investment performance. 


Three requirements for good investment 
performance are: selection, supervision, and 
timing. Selection refers not only to the in- 
dividual securities but also to the propor- 
tions being placed in the various classes of 
securities, i.e., bonds, preferred stocks, 
common stocks, and, where considered ad- 
visable, mortgages; in the various fields of 
investments—railroads, public utilities, in- 
dustrials, financials, governments; in the 
quality of the investment—highest grade, 
medium grade, or speculative grade; and, 
in the case of bonds, if we are to maintain 
a maturity schedule, in varied maturities. 
The first determinant in our overall selec- 
tion is the amount of risk we wish to as- 
sume to obtain the income return which we 
think under existing circumstances is rea- 
sonable. It might be well first of all to face 
the fact that we cannot avoid risks—we can 
only minimize them, and that our problem 
in dealing with risk is one of careful analy- 
sis and of handling. 


The three basic types of risk which we 
must consider are: first, the financial risk, 
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that is possible loss of principal or income 
or both as a result of deterioration in the 
financial condition of companies whose se- 
curities we selected. The second is the inter- 
est rate risk—the risk of losses and fluctua- 
tions in security prices arising out of 
changes in the general level of interest 
rates. The third is the purchasing power 
risk—the risk of increases in the prices of 
commodities and services to such an extent 
as to reduce seriously the purchasing power 
of the income received from investments as 
well as of principal. 


Balancing the Portfolio 


HE proportions placed in bonds, pre- 

ferred and common stocks are one of 
the means of intelligently handling risks. 
We might consider the present situation 
with respect to the various classes of se- 
curities. 


Bonds: The yield differential between 
government, and high grade corporate is- 
sues is now so narrow that there is very 
little compensation for the additional risk 
assumed. The Moody Bond Index of bond 
yields on May 29, 1946, showed the follow- 
ing yields on a quality basis: Aaa—2.50%; 
Aa—2.58% ; A—2.73%; Baa—3.03%. 


Preferred Stocks: There are a number of 
preferred stocks not only with excellent 
dividend coverage records but also out- 
standing merit because of the sound capital- 
ization and financial position of the issuer. 
The average yields on low dividend rate 
preferred stocks in the new Moody Index 
on May 29, 1946, were: High Grade Indus- 
trials—3.31% ; Medium Grade Industrials— 
3.55%; High Grade Public Utilities— 
3.42%; and Medium Grade _ Utilities— 
3.73%. Compared with the bond yields pre- 
viously cited, it will be seen that this class 
of investment has considerable attraction in 
today’s markets. Before leaving the fixed 
income securities, bonds and _ preferred 
stocks, a word cf caution is believed neces- 
sary. A number of new issues have come 
into the market of corporations whose his- 
tory does not clearly demonstrate their abil- 
ity to meet interest and dividend require- 
ments in periods of reduced business vol- 
ume or in depression periods. The effect on 
particular industries or companies of rising 
labor costs and numerous other factors, 
many of them imponderable, make projec- 
tions of the future ability of these corpora- 
tions to meet such requirements increasing- 
ly difficult. High grade fixed income pro- 
ducing securities are high grade in times 





of depression. Conversely, securities which 
basically lack investment quality do not 
very often achieve that quality in boom 
times, though they may superficially appear 
to do so. 


Common Stocks: It is doubtful if con- 
servative common stocks carry as great a 
risk factor as many of the second rate fixed 
income issues that are going around mas- 
queraded, as far as price is concerned, as 
sound investments. There are common 
stocks of companies, whose capitalization 
is not overburdened with funded debt or 
preferred stock, which have records of 
many years of constant earning power and 
dividend payments. There are also a number 
of common stocks of leading companies 
which have no debt or preferred stock and 
a history of earnings available for the com- 
mon stock. Some of these common stocks 
have earnings available for the common 
stock as secure as the interest or preferred 
dividend requirements of high grade in- 
vestment issues. 


The proportion to be placed in various 
classes of securities is dependent upon the 
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degree of risk to be assumed to obtain a 
reasonable income return under prevailing 
conditions. We recently made a study in 
our office as to the income return obtainable 
from various proportions placed in govern- 
ments, corporate bonds, and preferred and 
common stocks. This study showed: 
Govern- 


ment 
Bonds 


Common Average 


Stocks 


Corporate 
Bonds, Pfds. 


3.27 

The selection of the various fields of invest- 
ment and the determination of proportions 
to be placed therein is a matter of invest- 
ment judgment after weighing the pros- 
pects and risks present in governments, 
rails, utilities, industrials, and financials. 
The last composite breakdown of the di- 
versification of 7 common trust funds oper- 
ating in Pennsylvania was as follows: 





Established 1879 


GPS SILO’S 


New York’s Oldest Gallery 
Vanderbilt Ave. and 45th St. 


Sales of 
Art, Antiques and 
Literary Property 


Estates Appraised 
and Liquidated 


Sales conducted by 
E. M. Wagner and 
Ashbel Green, Jr. 


Under the Personal Direction of 
MRS. JAMES P. SILO 


—————— eee eee 


Missouri‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It 
accepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 


It is the oldest trust com- 
pany in Missouri. 


For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 





Low 
24.9 
2.3 


High 
34.9 
20.2 
33.0 12.0 
43.1 30.4 

5.2 1.5 


Average 
30.8 
9.8 


Governments & Cash 
Rails 

Utilities 19.6 
Industrials 36.9 
Financials 2.9 


Finally as to the selection of individual 
issues for a common trust fund, we suggest 
that emphasis be placed on the assurance 
the security gives for continuous income 
payment. The reason for this emphasis is 
that when a security becomes a non-income 
producing one, it also becomes ineligible 
as a common trust fund investment, which 
means that if the fund is to continue to 
function, the security must either be sold or 
segregated. A segregation is equivalent to 
the establishment of another common trust 
fund insofar as records are concerned so 
must be avoided at all costs—not only be- 
cause of the detrimental effect on the in- 
vestment record, but also because it in- 
creases operating costs tremendously. 


Constant Supervision 


HE forces of change—economic, finan- 
cial, social—are constantly eroding se- 
curity values. The only way we can hope to 
conserve the investments in our portfolio 


Careful management 
conservative 
policies 
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adherence to 
sound banking 
principles 
since 1886 


FIDELITY TRUST COMPANY 


841-343 FOURTH AVE. PITTSBURGH 


MEMBER FEDERAL INSURANCE DEPOSIT CORP. 


TRUSTS and ESTATES—July 1946 


is by constant attention. First of all we 
must have a thorough knowledge of invest- 
ment principles and practices. We must 
have adequate sources of current informa- 
tion about developments affecting the se- 
curity holdings; must read the financial pa- 
pers; study the annual reports and the in- 
formation which the services offer us rela- 
tive to the security holdings; and establish 
contacts with sources of investment infor- 
mation. We must also maintain a flexible 
point of view toward the securities which 
we have purchased, that is, have no “pets”. 
We must constantly review and reappraise 
them all with a questioning frame of mind. 
This means regular reviews of the portfolio 
as a whole and the individual issues. It is 
also suggested that we sort by quality all 
of the risks (or securities) so that we 
automatically focus attention on those is- 
sues which should have the most care. The 
primary objective of supervision should be 
judicious timing, which brings us to our 
third requirement—Timing. 


Good timing is the sine qua non of success- 
ful investment management. It means clear 
vision in recognizing the meaning of trends 
and developments—the ability to select the 
time to sell the weak securities before their 
weakness is generally known, and to buy 
the strong ones when they are overlooked. 
In recent years, much has been written on 
the timing of purchases and sales of 
equities. These methods are known by va- 
rious names, such as formula, mechanical, 
automatic, mathematical, and actuarial. 
Their chief value is their recognition of the 
emotional factor present in the stock mar- 
ket which causes people to buy, because of 
the elation of the times, when securities 
are high and which causes them to sell, be- 
cause of the pessimism of the time, when 
they are low. While not advocating the 
adoption of any of these methods for the 
timing of the sale and purchase of equities, 
it is suggested that they be investigated. 


To summarize—common trust funds offer 
the banks and trust companies a service 
medium to meet the needs of the times. 
Common trust funds give recognition to 
the changed world in which we live and the 
fact that we must offer the small account, 
as well as the large account, a real trust 
investment service if we are to have a place 
in the nation’s economy. What price com- 
mon trust funds? The price is the exercise 
by the banks and trust companies who oper- 
ate common trust funds of all the ability 
they have or can acquire as managers of 
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investments, the use of all of their knowl- 
edge of investment principles and prac- 
tices to assure good selection, exceptional 
supervision, and judicious timing in the 
management of the common trust fund— 
and, finally, the acceptance of the challenge 
to demonstrate to the general public the 
value of real trust investment service. 


Prudent Investment Solutions 


interests of both life beneficiaries and 
remaindermen in the face of present un- 
usual and difficult conditions can best look 
at investments 2s a Prudent Man would do, 
said Wayne R. Bennett, vice president of 
the Continental Illinois National Bank and 
Trust Company at the California Bankers 
Association Trust Division meeting in May. 
Pointing up the importance of. the good 
faith of the trustee, Mr. Bennett referred to 
a study of Massachusetts court decisions by 
Paul I. Wren of the Old Colony Trust Com- 
pany which reviewed twenty cases, of which 
eight resulted in surcharges. Of the eight, 
the Court in “three was influenced by lack 
of diversification; one because of the reten- 
tion of copper mining stocks; one by reason 
of investing in a partnership; one due to 
retention of improper investments beyond 
a reasonable time; one on account of im- 
proper delegation of duties; and one be- 
cause the trustee benefited personally at the 
expense of the trust.” . 


jy trustee trying to serve and protect 


Problems mentioned which may face the 
trustee and the possible prudent solutions 
are: 1. Real estate, even at current high 
prices, may be retained where location and 
prospects are good, improvements modern, 
and the income record both stable and satis- 
factory; 2. Trusts including many original 
common stocks, where increase in market 
value has raised the percentage to 60% or 
70% or more of total value of the trust, 
may be reduced to 50% or even to 40%; 3. 
Trusts where common stocks were pur- 
chased at lower prices in recent years rang- 
ing from 25% to 35% of value of the trust, 
and are now near 50%, may be reduced in 
stages to 35% or 40%. 4. Trusts that come 
today mainly in the form of cash, where the 
beneficiary asserts the need for high in- 
come, are the most difficult. “Sometimes we 
wish our new business representatives 
wouldn’t be so successful,” he said. A usual 
solution may be to place a_ substantial 
amount in Government bonds with the hope 
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interest rates will rise and stock prices de- 
cline. We may buy a few money rate pre- 
ferreds for income and put the balance in 
common stocks, or buy some commons and 
earmark additional funds in Governments 
for commons. A few good real estate mort- 
gages have been found for the fixed income 
group. 

After making these investments, asserted 
Mr. Bennett, make sure the records are 
complete. “We do not trust to memory, but 
put down in proper form our reasons for 
investing the trust funds, and make sure 
this becomes a part of our permanent rec- 
ords.” Investments committees today are 
called on to make decisions that may trouble 
successors in the years to come, and a rec- 
ord of the reasons for the prudent decisions 
are important in one of the most difficult 
investment periods for trustees in this gen- 
eration. 


The common trust fund established by Old 
Colony Trust Company of Boston in 1945 had 
a market value of $4,600,000 on May 1st last, 
the company announces. The average size of 
the 376 participating accounts was $12,000. 
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Where There’s A Will... 


HIEF JUSTICE HARLAN F. STONE 

of the United States Supreme Court 
left an estate valued at approximately $900,- 
000. To his two sons he bequeathed $10,000 
each, and to his wife all his personal effects 
and real estate except his Washington resi- 
dence. The rest of the estate is placed in 
trust with Mrs. Stone and Union Trust 
Company of the District of Columbia as 
trustees. She is to have the life use of the 
residence or any substitute home which 
may be purchased with the proceeds of the 
sale of the present residence. 

Mrs. Stone will receive the income from 
the trust and upon her death the fund is to 
be divided into two equal shares for the 
sons’ benefit. They were to receive the in- 
come if under the age of 35 at that time, 
with the principal payable to them on at- 
taining that age. If either of the sons does 
not survive Mrs. Stone, his share upon her 
death will go to his wife and children, share 
and share alike. If he leaves a wife but no 
children, she will receive one-half and the 
remaining half (or all if there be neither 
wife nor children) will go to the other son. 
If both sons predecease Mrs. Stone, the 


principal will go as she directs in her will. 


Mrs. Stone is appointed sole executrix. 
* * * 


LBERT A. SPRAGUE, head of a large 
wholesale grocery house and one of 

the Midwest’s most prominent business ex- 
ecutives and civic leaders, bequeathed his 
personal effects to his wife provided she 
survived him by 30 days. She also receives 
his interest in a Chicago apartment build- 
ing. The rest of the estate, after bequests 
of $5,000 to a grandson bearing Mr. 
Sprague’s name and $1,000 to an employee 
(if he were such at the time of death), is 
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LARGEST BANK 
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regarding corporate 
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the FIRST Nationa 
BANK 


of Birmingham 


left in trust with Continental Illinois Na- 
tional Bank and Trust Company of Chicago 
and two sons, to pay Mrs. Sprague the in- 
come, together with such sums from princi- 
pal as the trustees deem necessary for her 
proper support and maintenance if the 
trust income plus other funds which may 
be used therefor is insufficient. Upon her 
death, the fund is to be divided into three 
equal parts for the sons and a daughter, 
who will receive the income therefrom, one- 
half the principal at age 37 and the remain- 
ing half at age 50. If a child dies before 
having received all of his or her share, the 
balance shall be distributed in accordance 
with directions in such child’s will, the pos- 
sible recipients being limited to groups en- 
titling this power of appointment to tax 
exemption under the Federal law. The bank 
is named sole executor. 
* * bo 

APHAEL HERMAN, Coast manufac- 

turer and donor of a $25,000 world 
peace prize in 1925, made over 50 specific 
bequests to various friends and charitable 
organizations out of an estate estimated at 
$1,500,000. His will establishes a trust of 
$200,000 for the benefit of his brother, 
whom he named co-trustee with First Na- 
tional Bank of Nevada, Reno. The brother 
is given authority to replace his co-trustee 
with any other corporate fiduciary. A codi- 
cil provides that upon his death, the princi- 
pal go to the University of Nevada to be 
added to the bequest made in his will. 


OTHER APPOINTMENTS: 


Marshall & Ilsley Bank, Milwaukee, co- 
executor: Dr. O. R. Lillie, past president, 
Milwaukee Surgical Society and Academy 
of Medicine; the First National Bank of 
Sharon, Pa., executor: Henry V. Putnam, 
vice president, Westinghouse Electric Corp.; 
Morristown (N. J.) Trust Company, co- 
executor and trustee: George Washington, 
leading coffee manufacturer; Cleveland 
Trust Company, executor: Robert Hoffman, 
city engineer who had a leading role in di- 
recting Cleveland’s building over the past 
half century; First National Bank and 
Trust Company, New Haven, executor: 
Frederick Adler, retired manufacturer and 
civic leader; Girard Trust Company, Phil- 
adelphia, co-executor: Irving L. Wilson, 
former president, National Association of 
Retail Clothiers and Furnishers. 
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From address at the Annual Trust Conference, Connecticut Bankers Association, May 7. 


INCE 1930 much progress has been 

made, by formulating a standard meth- 
od, to determine the costs and earnings of 
a trust department. Today the recommend- 
ed system, of the Trust Division of the 
American Bankers Association, is recog- 
nized as one to give substantially accurate 
cost information, and it is the foundation 
on which have been built the more elaborate 
cost systems of metropolitan banks. 


The advantage of using a uniform sys- 
tem of cost accounting comes through mak- 
ing comparisons with other departments 
cost analyzed on the same basis to deter- 
mine whether one trust department is op- 
erated as efficiently as the other next door 
or in the next community. In three state- 
wide cost surveys, nationally known public 
accountants certified to the substantial ac- 
curacy of the figures developed, by the use 
and proper application of the recommended 
system. The desirability of using a uniform 
cost system, and its value as a guide to the 
cost of operating, is shown by the following 
figures for the Personal Trust Division of 
79 banks, showing the average dollar of cost 
of providing trust service for testamentary, 
voluntary, guardian and conservator ac- 
counts, was incurred for the following pur- 
poses : 


Salaries (Clerical and Officers, including over- 
time and bonuses) 

New Business (solicitors’ salaries and ex- 
penses) 

Advertising 

Insurance (fidelity and life) 

Legal expense 

All other (including overhead) 


These figures, from three separate areas, 
compare very favorably with the consolidat- 
ed average. By using these figures you 
could determine readily whether your in-. 
stitution’s expenses are higher than the 
average. Since these comparative figures. 
were prepared, the item “all other ex- 
penses” has been subdivided into its larger 
components, so that surveys of the future 
should furnish a finer distribution of each 
$1.00 of cost. " 


Compensation Commensurate? 


O OBTAIN the answer to the question 

whether the total cost of operating the 
Personal Trust Divisions in these areas was 
out of line with the commissions collected, 
we took the percentage of cost to gross fees 
collected. The New York statute controls 
fees for testamentary and voluntary trus- 
tees, and we found that this division spent 
from $1.25 to $1.32 to collect $1.00 of com- 
missions. Some divisions did show a small 
margin of profit but it did not affect ma- 
terially the figures quoted, and by compar- 
ing figures of the 47 individual banks, we 
were able to account for the variances be- 
tween banks. In practically all cases the 
loss resulted from the low fees set by stat- 
ute, which was later confirmed by an inde- 


New York 
47 banks 
3 years 
1936-38 


Consol- 
idated 
average 
79 banks 


Penn. 
23 banks 
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$ .60 $ .60 


12 


$ .57 $ .99 


03 
01 
02 
01 
21 


$1.00 $1.00 $1.00 
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pendent study made by the Superintendent 
of Banks of New York, resulting in legisla- 
tion increasing the fees allowed to trustees. 


Under Maryland’s statute, the nine 
banks analyzed were spending $1.27 to col- 
lect $1.00 of commissions. Here, too, the 
analysis showed that the expenses were in 
proper relationship, but that the fees pro- 
vided by statute were too low. This survey 
resulted in the enactment of legislation 
granting an increase in fees to trustees. 


In Pennsylvania there was no statute 
covering fees allowed to trustees, but there 
was a prohibition that any trustee, who 
had acted as executor of an estate out of 
which the trust originated, could not col- 
lect a fee on principal, but only a fee on in- 
come. After the first year, 1938, when it 
cost $1.25 to collect $1.00 of commissions, 
the 23 banks analyzed their accounts. They 
charged higher fees where possible and re- 
duced expenses in a number of instances, 
so that the cost dropped in 1939 to $1.20 
and in 1940 to $1.07. Since that time the 
prohibition against collecting principal 
fees has been repealed and trustees in 
Pennsylvania are now making application 
to the courts for fee allowances on princi- 
pal, and I understand the Courts are grant- 
ing them. 
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Costs for Types of Activity 


ROM information which was available, 

and by making a complete study of the 
Personal Trust Division of my bank, even- 
tually we arrived at cost figures for the 
types of activity making up the service fur- 
nished on personal trusts. The method to be 
followed and a sample work sheet appear in 
the Guide to Trust Fees (page 49). Since 
its publication we have developed some new 
ideas which we expect to incorporate. Nev- 
ertheless, for all divisions where the assets 
are over $10,000,000, the system as recom- 
mended can be used, and a substantially ac- 
curate cost of operating an account can be 
computed. 


Every investment, re-investment, ex- 
change or transfer which is made in a per- 
sonal trust account causes activity not 
alone in the investment group, but also in 
the security, income tax, accounting, col- 
lection and bookkeeping groups. It should 
be self-evident, therefore, that too wide a 
diversification and high turn-over of in- 
vestments could cause an unreasonable 
cost of operating an account as compared 
with its value. Every investment officer 
should keep diversification and turn-over at 
a minimum consistent with the safety of 
principal which is paramount. Objections 
to the cost of operating a trust account 
could be taken if it were shown that that 
cost was created mainly by the investment 
policy of the division. 


Factor of Responsibility 


NY number of rates have been quoted, 
from as high as $2.50 per thousand to 
as low as 25 cents per thousand, as repre- 
senting a fair value of responsibility which 
should be added to the cost of operating the 
account. That responsibility must be con- 
sidered in determining a fee is beyond ques- 
tion, and no doubt in the future some one 
will arrive at the answer. In the meantime 
we can only make sure that our margin of 
profit is sufficiently high to allow a reserve 
for responsibility in managing principal 
funds. 
* * * 

There is no use in making a cost survey 
of your trust department unless you are go- 
ing to make it work for you. The prepara- 
tion of a statement of trust department in- 
come and expenses for one year, after which 
it is abandoned, will not give to trust execu- 
tives and others interested the information 
that they mus* have to analyze intelligently 
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the results of their efforts. Very often a 
large fee collected during one year, the 
work of which might have been done in a 
number of years past, would result in a di- 
vision showing a profit, whereas in ordinary 
times it would be operating at a loss. A 
new or small trust department could not be 
expected to show the results of an old estab- 
lished department, and figures that would 
show the results over the years would prove 
this fact to the management. 


If the trust department is not earning a 
reasonable margin of profit, as revealed by 
the cost system, it is well to be careful in 
fixing the fault. Very often the blame is 
laid to expenses, whereas the real reason 
may be a low schedule of fees, or too many 
accounts at rates lower than the schedule. 
If a department is operating efficiently, that 
efficiency may be seriously impaired by a 
drastic cut in expenses. The replacement of 
high salaried specialized clerks by low sal- 
aried inexperienced clerks is often resorted 
to, when the answer should be a higher 
schedule of fees applied uniformly to all 
accounts. 


A schedule of fees which is too high 
would saddle the public with an unwarrant- 
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ed cost, and eventually lead to a flow of 
business away from corporate fiduciaries. © 
A schedule which is too low would cause 
losses which could very well lead to not fur- 
nishing proper service, and that also would 
cause a flow away from corporate fiduci- 
aries. Have a fair and truthful cost analy- 
sis made of your department, for with ac- 
curate cost data you will be in a better po- 
sition to convince your customers, and oth- 
ers interested, of the reasonableness of 
your fees. It will give you the necessary in- 
centive to put the trust department on a 
profitable basis. 


Rochester Council Elects 


On June 19, the following officers of the 
Rochester Life Insurance & Trust Council 
were elected for one year: 

President: Glen M. Reem, Guardian Life 

Insurance Co. 

Vice Pres.: Earl W. Yago, Mutual Life In- 

surance Co. 

Secretary: Tim Crowe, N. Y. Life Insurance 

Co. 


Treasurer: Benj. E. Lull, Security Trust Co. 
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New Investment Firm Organized 


Kalb, Voorhis & Co., Members of the New 
York Stock Exchange, was newly organized 
the first of this 
month. Its ser- 
vices are directed 
primarily toward 
the professional 
investor and the 
manager of insti- 
tutional funds. 
The firm will 
develop and pre- 
sent studies and 
reports of the fol- 
lowing nature: 
Weekly economic, 
market, and in- 
dustry discus- 
sions; studies of 
individual com- 
JOHN KALB panies; field re- 
ports; special situation studies; special in- 
quiry and follow-up services; and analysis and 
review of institutional and individual port- 
folios. 

Senior partner John Kalb has been an in- 
vestment consultant for several substantial 
funds, and a former partner in other New 
York Stock Exchange firms; lately Adolph 
Lewisohn & Sons. He has addressed a number 
of fiduciary associations, most recently the 
Ohio Trust Conference in April. 

oO 

Syracuse Life & Trust Council Elections 

At the meeting held June 26, Syracuse Life 
Insurance and Trust Council elected: 

President: Henry M. Lipes, Phoenix Mutual 

Life Insurance Co. 
Vice Pres.: Ransom MacKenzie, 
Trust Co. 


Sec.-Treas.: William Robertson, Massachu- 
setts Mutual Life Insurance Co. 


Syracuse 
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Watson Heads Estate Planning 
Corporation 


Wallace N. Watson has resigned as manager 
of employee benefit plans for the Eastern 
Massachusetts Agency of the Mutual Benefit 
Life Insurance Company, to become president 
of the Estate Planning Corporation, 40 Wall 

St., New York. 
Mr. Watson, who 
is a chartered life 
underwriter, as 
well as life and 
qualifying mem- 
ber of the Mil- 
lion Dollar Round 
Table, is a past 
president of the 
Boston Life Man- 
agers Association, 
the Boston Life 
Underwriters As- 
sociation, and the 
Boston Sales 
Managers Club. 

WALLACE N. WATSON Before Mr. 
Watson was appointed agency department 
consultant for Mutual Benefit in 1943, he had 
been general agent for the Connecticut Mu- 
tual Life Insurance Company for nine years, 
prior to which he was manager of the Boston 
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Bond Booklet 

The Northern Trust Company (Bond De- 
partment) has prepared a new booklet devoted 
to United States Government obligations. This 
third annual edition gives comprehensive data 
on Treasury securities through 1945, and dis- 
cusses highlights of the money market for that 
year. 


Executors 
and 
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Bank Advertising Expenditures 
Analyzed 


HE results obtained from the question- 
T naires distributed to member banks of 
the Financial Advertisers Association con- 
cerning their 1945 advertising expendi- 
tures should be most encouraging—not 
only to Association members, but to bank- 
ing as a whole, states Grace M. Mack, Ad- 
vertising Manager, Mississippi Valley 
Trust Company, St. Louis, in her study of 
the data. A total of $5,137,048 was spent 
for advertising in 1945 by 288 reporting fi- 
nancial institutions. 

Of this, 7 trust companies spent $295,- 
032. They varied from a high of $225,000 
to a low of $2,200. 

In previewing plans for 1946, three indi- 
cated an increase in advertising appropria- 
tions, two indicated a decrease, and two 
indicated budgets approximately the same. 
Average budget planned for 1946 is $42,- 
028, a decrease of .28% from the past year. 
None of the trust companies responding 
uses a specific advertising formula, Miss 
Mack observed. 

The 236 commercial banks spent $3,847,- 
136, of which 6.5% was devoted to trust 
services and 19% to institutional advertis- 
ing. These banks anticipated increased 
budgets for 1946, ranging from 7% in 
Group VI to 28% in Group VII. The 45 sav- 
ings banks and savings and loan associa- 
tions also expected an increase in expendi- 
tures over the 1945 figure of $994,880. 


The following table is a composite of sev- 
eral included in Miss Mack’s report. 


CORPORATION 
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Illinois Trust Funds Over 7 Billion 


Banks and trust companies qualified to ad- 
minister trusts in Illinois were administering 
fiduciary funds of $7,456,282,384 at the end of 
1945, according to the recently issued report 
of State Auditor of Public Accounts Arthur 
C. Lueder. The totals were accounted for as 
follows: 


55 state banks 

78 national banks 
5 trust companies 105,260,339 
21 foreign 1,018,301,764 


Of the total $1,981,983,231 represented cor- 
porate trusts, and it is interesting to observe 
that approximately one half of this amount 
($976,323,933) was in the hands of foreign 
trust companies. It will also be noted that this 
constituted almost the entire amount of trust 
funds held by these foreign fiduciaries. 


$1,498,862,451 
4,833,857,830 





1945 ADVERTISING EXPENDITURES OF FINANCIAL INSTITUTIONS 


Aver. 

Adv. 

Exp. 
1,927 
2,524 
6,203 
9,102 
12,872 
21,060 
36,796 
103,898 


Deposit No. 
Commercial Size in Banks 
Banks Millions Reporting 


Group 1 1- 5 21 
II... 5- 10 44 
III 10- 20 54 
IV 20- 30 26 
Vv 30- 50 33 
VI 50-100 
Vil 100-300 21 
VIII 300 & over 


Trust 


Companies No Deposits 42,147 


No. | 

Ratesto Adver. | 
Gross Trust 

Inc. Service 


2.6 7 
1.6 26 
2. 43 
1.9 22 
1.5 29 
1.6 21 
2 20 

< 13 


Percentage of Budget 
Spent for Each Major 
Medium 


Newspaper 


Periodicals 

Direct Mail 

Car & Bus. Cards - 
Outdoor a 
Printed Matter __ 
Window Displays ~ 





26 Motion Picture .... 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles—Charles W. Smith, formerly a 
trust analyst and a trust administrative officer 
in the private trust division, SECURITY- 
FIRST NATIONAL BANK, was elected an 
assistant trust officer and will handle the ad- 
ministration of probate estates and guardian- 
ships. He has been with the bank since 1934, 
after graduation from the University of South- 
ern California. 

San Diego—Graydon Hoffman, vice pres- 
ident and branch manager of BANK OF 
AMERICA’s Long Beach branch, has been 
placed in charge of the San Diego main office. 


CONNECTICUT 


Bridgeport—J. Walker Hill has been pro- 
moted to trust officer in charge of operations 
of the FIRST NATIONAL BANK & TRUST 
co. 


DISTRICT OF COLUMBIA 


Leonard Marbury was promoted to trust 
officer at the WASHINGTON LOAN & TRUST 
CO., succeeding William H. Baden as head 

of the trust de- 

partment. Prev- 

ious to service in 

the U. S. Navy 

with a distin- 

guished record 

Mr. Marbury was 

with the Wash- 

ington Loan & 

Trust Co. since 

1922 and served 

as assistant sec- 

retary and as- 

sistant trust offi- 

cer from 1927. He 

is a former chair- 

man of the Fidu- 

ciaries Section of 

LEONARD MARBURY the District of 
Columbia Bankers Association and a member 

of the D. C., Virginia and Maryland Bars. 


GEORGIA 


Savannah—Edward A. Perkins, former as- 
sistant trust officer, SAVANNAH BANK & 
TRUST CO., was made assistant vice presi- 
dent, and Earl A. Zipperer was named assist- 
ant trust officer. 


ILLINOIS 


Chicago—T. J. Herbert advanced to as- 
sistant vice president in the trust department 
and Arthur H. Morstadt to assistant trust offi- 
cer of the AMERICAN NATIONAL BANK & 
TRUST CO. Mr. Herbert became assistant 
trust officer of the bank in 1944 after 15 
years with the City Bank Farmers Trust Co. 
of New York. Mr. Morstadt, who is a member 


of the Chicago Bar, entered the bank as an 
office boy in 1933, and has been in the personal 
trust division since 1942. 

Chicago — Wil- 
liam P. Wiseman 
was promoted 
from probate 
trust officer to 
vice president at 
the CHICAGO 
TITLE & TRUST 
CO., and Karl H. 
Velde, assistant 
trust officer since 
1929, promoted to 
trust officer. 

Chicago — Har- 
old P. Smith re- 
tired as trust of- 
ficer of the CON- 
TINENTAL IL- 
LINOIS NA- 
TIONAL BANK & TRUST CO., to become 
associated with the New York Stock Exchange 
firm of Hicks & Price, Chicago. Mr. Smith had 
been with the bank 40 years and a trust officer 
since 1928. 

Springfield—Carl U. Luers, vice president, 
also became trust officer at the ILLINOIS 
NATIONAL BANK, succeeding the late H. G. 
Bengel. 


WILLIAM P. WISEMAN 


MAINE 


Portland—Widgery Thomas, formerly ex- 
ecutive vice president, elected president to 
succeed his father, is the fourth Thomas to 
serve CANAL NATIONAL BANK in the direct 
line of descent since 1836. 


MASSACHUSETTS 


Boston—Following the death of Robert B. 
Rugg, president, the NATIONAL ROCKLAND 
BANK elected Henry F. Hagemann to succeed 
him, and Roger Amory as chairman of the 
board. Mr. Hagemann was formerly vice pres- 
ident of Boatmen’s National Bank of St. Louis. 


MISSISSIPPI 


Lexington—President M. A. Scobey is in 
charge of the trust department of the FIRST 
NATIONAL BANK, recently granted trust 
powers under the Federal Reserve Act. 


MISSOURI 


St. Louis—Robert N. Arthur advanced from 
assistant trust officer to secretary, at the 
MERCANTILE-COMMERCE BANK & 
TRUST CO. 


NEW JERSEY 


Woodbury—At FIRST NATIONAL BANK 
& TRUST CO., Dr. J. Harris Underwood, 





former vice president, succeeds the late Oscar 
B. Redrow as president, while Amos J. Peaslee 
of Clarksboro is named vice president. 


NEW YORK 


New York—John E. Carroll and Henry W. 
Pfister have been appointed assistant trust of- 
ficers of the BANK OF THE MANHATTAN 
COMPANY. Mr. Carroll (associated with the 
bank since 1928) is a member of the New York 
State Bar, and was recently released from the 
Navy as a Lieutenant Commander. Mr. Pfister 
(who joined the trust department in 1929) 
saw active service in France and Germany as 
a Sergeant Major. 


New York — COMMERCIAL NATIONAL 
BANK & TRUST CO. promoted the following 
from assistant trust officers to trust officers: 
Arthur W. Heidenreich, Sidney Mathews, Mal- 
colm C. McMaster and Sydney G. Stevens; 
Isaac W. Hughes, Jr., was appointed assistant 
trust officer. 


New York—Edward L.. Maas, formerly of 
the investment department of the NEW YORK 
TRUST CO., has joined the investment firm of 
E. M. Newton & Company in Boston. 


White Plains—COUNTY TRUST CO. elect- 
ed William L. Butcher as executive vice pres- 
ident. He was formerly a vice president at the 
Central Trust Co., Cincinnati. 


NORTH CAROLINA 


Winston-Salem—Charles E. Wood, Jr., was 
advanced from trust officer to vice president 
and trust officer 
of the WACHO- 
VIA BANK & 
TRUST CO. Mr. 
Wood has been a 
member of the 
Wachovia _ staff 
for 22 years, prior 
to which he had 
been engaged in 
sales, credit and 
marketing activ- 
ities for the 
American Tobac- 
co Co. and in var- 
ious capacities in 
the _transporta- 
tion field. He has 
been in the trust 
department of Wachovia since 1927 and an 
officer since 1930. 


CHARLES E. WOOD, JR. 


OHIO 


Cincinnati—See White Plains, N. Y. 


Toledo—Jerome F. Kapp, veteran of World 
War II, was elected assistant trust officer at 
the COMMERCE GUARDIAN BANK. Previ- 
ous to military service, he was with the law 
firm of the late Stanley J. Hiett. 


OREGON 


Portland—Tracy H. Crum, assistant trust 
officer, FIRST NATIONAL BANK OF PORT- 
LAND, has been assigned to head the new 
southern Oregon division to provide resident 
trust service for the Medford, Grants Pass, 
Ashland, Klamath Falls, Lakeview and Mer- 
rill branch banking offices. He is to be at 
Medford. 


PENNSYLVANIA 


New Cumberland — P. E. Guyer is trust 
officer of the CUMBERLAND COUNTY NA- 
TIONAL BANK & TRUST CO., recently grant- 
ed trust powers under the Federal Reserve 
Act. 


Philadelphia—REAL ESTATE TRUST CO. 
promoted Joseph E. Greene to vice president. 
He has been with the bank 18 years, and until 
recently was assistant vice president and as- 
sistant trust officer. 

Philadelphia—CENTRAL-PENN NATION- 
AL BANK appointed Harry W. Schaubel an 
assistant cashier and assistant trust officer. 


Philadelphia — PENNSYLVANIA COM- 
PANY FOR INSURANCE ON LIVES AND 
GRANTING ANNUITIES promoted May A. 
Naylor to assistant trust investment officer; 
Esther L. Jackson to assistant secretary. 

Pittsburgh — The new PEOPLES FIRST 
NATIONAL BANK & TRUST CO., effective 
July 1st as a merger of the Peoples-Pitts- 
burgh Trust Co. and First National Bank, 
announced through Robert C. Downie, presi- 
dent and chief ex- 
ecutive officer, 
the following of- 
ficers of the trust 
division: Vice 
presidents — Rob- 
ert D. Ferguson 
(in charge of 
trusts), Malcolm 
E. Lambing, Vin- 
cent P. Schneider 
and James B. 
Warden; Assist- 
ant vice presi- 
dents: Ross W. 
Alexander, Nevin 
J. Garver, Hubert 
E. Smith, Ralph 
L. Thomas, Chas. 
W. Thompson, Leon I. Williams, Oscar Wilson 
and Robert Womsley; Trust officers; Samuel 
H. Allen, Charles W. Dodson, Elmer A. Doege, 
James D. Harlan, Julian Miller and Stanley 
G. Schade. 


ROBERT D. FERGUSON 


SOUTH CAROLINA 


Conway—A. K. Goldfinch is cashier and 
trust officer at the CONWAY NATIONAL 
BANK, recently granted trust powers under 
the Federal Reserve Act. 





TEXAS 


Dallas—A. J. Mason was elected assistant 
trust officer at the REPUBLIC NATIONAL 
BANK. 


San Antonio—Frederic J. Oppenheimer has 
been elected president of the SAN ANTONIO 
LOAN & TRUST CO., an office vacant for 
some time. 


UTAH 


Salt Lake City—Clair M. Mortensen and 
William J. Fitzpatrick, former assistant trust 
officers, were elected trust officers of the 
WALKER BANK & TRUST CO. Mr. Fitz- 
patrick served the company since 1927 except 
for four years in the Army. Mr. Mortenson, 
with the bank since 1930, is a certified public 
accountant and tax expert. 


VIRGINIA 


Norfolk—SEABOARD CITIZENS NATION- 
AL BANK elected Adrian L. McCardell a vice 
president and trust officer. J. B. Hudgins has 
resigned as trust officer but will continue as 
vice president. Mr. McCardell has resigned 
as a national bank examiner in charge of the 
Norfolk subdivision, and is a graduate of 
Washington & Lee and Harvard Graduate 
School of Business Administration. 





The new Rockefeller Center office of 
Guaranty Trust Company of New York, 
which opened July 2 at 40 Rockefeller 
Plaze. Entirely air-conditioned, the office 
occupies 17,000 square feet of space on 
four floors and makes available in the 
important Rockefeller Center section the 
complete services of the banking, trust, 
and foreign departments. Assistant 
Trust Officer Kenneth S. Stocker will 
be in charge of the trust department 
here. 
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TRUST INSTITUTION BRIEFS 


Bakersfield, Cal—SECURITY-FIRST NA- 
TIONAL BANK, operating 10 branches in the 
San Joaquin Valley, will establish another 
branch at Bakersfield (22nd Street and Ches- 
ter Avenue). 


Fort Lauderdale, Fla—BROWARD BANK & 
TRUST CO. has announced its conversion un- 
der a national charter, to operate as the 
BROWARD NATIONAL BANK. The same 
officers will continue. 


Atlanta, Ga.—The board of directors of 
CITIZENS & SOUTHERN NATIONAL BANK 
voted to pay all officers and employees an ad- 
ditional cash compensation of 10% of their 


' salaries for the period from January 1 to 


June 30, 1946. 


Chicago, Ill.—The trust department of the 
AMERICAN NATIONAL BANK & TRUST 
CO. moved into new quarters on the seventh 
floor of the bank building at 33 North LaSalle 
Street, under the direction of M. E. Feiwell, 
vice president and trust officer since 1931. 


Chicago, Ill.—The orchestra and choral club 
of the FIRST NATIONAL BANK gave a joint 
concert entitled “An Evening of Music” on 
June 7. Organized in 1931, the orchestra num- 
bers 80 pieces; the choral club, organized two 
years prior to that, has 90 voices. 


Peoria, [Il1l1—FIRST NATIONAL BANK and 
the FIRST TRUST & SAVINGS BANK were 
consolidated under the name of THE FIRST 
NATIONAL BANK OF PEORIA, as of 
June 15. 


St. Louis, Mo. — MERCANTILE-COM- 
MERCE BANK & TRUST CO. has opened a 
complete travel bureau staffed by experienced 
personnel of the American Express Co. The 
service includes reservations, hotel rooms and 
tickets on all transportation systems. 


New York, N. Y.—Wilfred Wottrich, vice 
president in charge of the trust department 
of the MANUFACTURERS TRUST CO., was 
re-elected to the presidency of the Down Town 
Athletic Club for a third term. 


Cleveland, Ohio—A. R. Horr, recently retired 
trust department vice president of THE 
CLEVELAND TRUST CO., will sail as an 
ordinary seaman in the crew of a ship which 
Commander Donald B. MacMillan, famed Arc- 
tic explorer, will sail to Baffin Island. Mr. 
Horr will assist with photography and will 
write the journal of the voyage. 


—_—_————-0 


William G. Cleaver, vice president and trust 
officer of the First National Bank & Trust Co., 
New Haven, was elected vice president of the 
Connecticut Trust Division of the American 
Bankers Association. 





Bank Mergers 


Duluth, Minn.——The newly formed NORTH- 
ERN MINNESOTA NATIONAL BANK (by 
merger of the Northern National Bank and the 
Minnesota National Bank) elected Richard L. 
Griggs as chairman of the board; S. R. Kirby, 
chairman of the executive committee; Lewis G. 
Castle, president, and Wilbur F. McLean, first 
vice president. In the trust department, Arthur 
B. Miller was elected vice president and execu- 
tive head, with J. W. Lyder, Raymond E. 
Chabot and John R. Colbeck, vice presidents 
and trust officers; John O. Baker, assistant 
trust officer. George E. Ostrom, vice president, 
is manager of the investment department. 

Paterson, N. J—FIRST PATERSON BANK 
& TRUST CO. is the new name of the former 
Paterson National and the former First Na- 
tional, recently merged and now with assets 
of more than $80 million. F. Raymond Peter- 
son, president and chairman of the First Na- 
tional, is chairman, while Benjamin P. Rial, 
president of the Paterson National, is pres- 
ident and trust officer. 

Albany, N. Y.—Stockholders of the PEO- 
PLES BANK OF JOHNSTON and of the 
STATE BANK OF ALBANY voted and ratified 
the plan to merge the banks into the STATE 
BANK OF ALBANY, effective July 1st. 


Philadelphia, Pa.—Merger of CHESTNUT 
HILL TITLE & TRUST CO. into BROAD 
STREET TRUST CO. became effective, giving 
the latter total resources of $34,027,291. Rus- 
sell H. Ferrier, former president of the Chest- 
nut Hill institution, has been elected a vice 
president and will continue in charge of that 
office, it was announced by H. J. Horan, Jr., 
president, 

Pittsburgh, Pa.—Just at press time comes 
the announcement of the proposed merger of 
UNION TRUST CO. and MELLON NATION- 
AL BANK, which would make the new institu- 
tion the largest bank in this city, and 16th in 
the country. Further details next month. 


ee © es 
In Memoriam 


LA VERNE C. BEATY, vice president and 
trust officer of the Crawford County Trust 
Co., Meadville, Pa. 

ROBERT B. RUGG, president of the Na- 
tional Rockland Bank of Boston (Mass.) and 
former member of the Bankers’ Executive 
Council of the American Bankers Association. 

MORRIS WILSON, president and managing 
director of the Royal Bank of Canada 
(Montreal) and chancellor of McGill Uni- 
versity, Montreal; also a director of numer- 
ous Canadian corporations, including Canadian 
Airways, Sun Life Assurance Company, 
Canadian Pacific Railway. 

F. G. DONALDSON, president 
Montreal Trust Company, Canada. 


of the 


No conventional bars or marble — the new 
Rockefeller Center Office of Bankers Trust 
Company of New York strikes a new note in 
the decorative and friendly approach of public 
relations in modern banking. 





California Trust Division Elects . 


The Trust Division of the California Bankers 
Association elected the following officers: 

Chairman: Donald R. Cameron, senior trust 
officer of Union Bank & Trust Co., Los 
Angeles 

Vice Chm.: Laurence Tharp, vice president 
of Anglo California National Bank, San 
Francisco 

Treasurer: T. B. Williams, trust officer of 
Security-First National Bank, Los Angeles. 

Elected to the executive committee to serve 

three years were: 

A. J. Callahan—assistant trust officer of 
Wells Fargo Bank & Union Trust Co., 
San Francisco 

Norman E. Mudge—vice president and trust 
officer, Citizens National Trust & Savings 
Bank, Los Angeles. 


Albert G. Reader was named to head the 
trust division of the American Bankers Asso- 
ciation for California. Mr. Reader is senior 
trust officer of the Union Title Insurance & 
Trust Co., San Diego. 


—_—_——_0 


Nominating Committee 
President James W. Allison of the Amer- 
ican Bankers Association Trust Division ap- 
pointed a nominating committee to make rec- 
ommendations for the annual elections of the 
division in September. 


J. W. White, chairman, Mercantile-Commerce 
Bank & Trust Co., St. Louis; C. R. Davis, Chi- 
cago Title & Trust Co., Chicago, Ill.; R. M. 
Eastman, State Street Trust Co., Boston, 
Mass.; F. H. Schmidt, California Trust Co., 
Los Angeles, Cal.; H. A. Theis, Guaranty 
Trust Co., New York, N. Y. 
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CURRENT FEDERAL 


TAX NOTES 


PETER GUY EVANS 


Member of New York Bar: Certified Public Accountant (N. Y. and N. J.); 
Lecturer on Taxation at Columbia, Rutgers and New York Universities 


Estate Tax 


Control over disposition of principal. In 
1930, the decedent set up a trust with in- 
come payable to herself for life, then to her 
daughter for life, with remainders over 
to her grandchildren. However, the instru- 
ment provided that if no children or grand- 
children survived the daughter, then upon 
the daughter’s death the trust assets were 
to be paid “to those persons or institutions 
and in the shares, proportions or amounts 
in which they would, in that event, be en- 
titled to receive the same under and pur- 
suant to the provisions of the Last Will 
and Testament of the Grantor which shall 
cover the disposition of her residuary es- 
tate under such conditions.” On decedent’s 
date of death in 1941 her daughter and 
four grandchildren survived. Commission- 
er taxed the value of the trust assets as a 
part of the decedent’s gross estate. HELD: 
Since the grantor under the trust instru- 
ment retained the right in certain events 
to control and dispose of the trust corpus, 
it was properly subject to the estate tax. 
Est. of Gibb v. Comm., 6 T.C. No. 137, May 
20. 


No tax on property previously taxed. De- 
cedent’s father-in-law died in 1939, leaving 
decedent a cash legacy of $50,000. Before 
receiving the legacy, decedent bought 500 
shares of stock for $100,000 with money 
borrowed from his wife. Two weeks later, 
when he received the $50,000, he turned 
same over to his wife in part payment of 
the debt. Decedent died in 1942 and in his 
estate tax return there was claimed a de- 
duction of $50,000 for property previously 
taxed. Commissioner contended that since 
the 250 shares were not identifiable as hav- 
ing been received from the estate of a 
prior decedent, the deduction was not al- 
lowable. HELD: The value of the shares 
constitutes a legal deduction from the gross 
estate of the decedent. Est. of Milburn v. 
Comm., 6 T.C. No. 140, May 23. 


Deduction limited to amount of claim 
paid. Decedent left real property upon 
which real estate taxes and penalties had 
accrued and had become a lien thereon. The 
taxing authorities brought suit to enforce 
the lien. A deduction for the full amount 
of the taxes and penalties on the date of 
death was claimed on the state tax return. 
Subsequently, the executors made a compro- 
mise payment for a somewhat lesser 
amount. HELD: The deduction for taxes 
and penalties is allowed only to the extent 
of actual payment. Est. of Metcalf v. Comm., 
7 T.C. No. 20, June 18. 


Completion. in 1931 of 1915 trust trans- 
fers held taxable. Decedent was one of sev- 
eral adult beneficiaries of testamentary 
trusts created by his parents’ wills. Be- 
cause there were present some doubtful 
questions regarding distribution of Stan- 
dard Oil securities, all the interested par- 
ties, except the infant remaindermen, in 
1915 transferred their interests to an ir- 
revocable family settlement trust. Provi- 
sion was contained in the instrument for 
execution by the infant remaindermen 
upon their attaining age 21 if they so elect- 
ed. Should any of the remaindermen not 
elect to sign the instrument, then all the 
parties were to be restored to their original 
position just as if the instrument had never 
been excuted. The final signature to the 
instrument was obtained in July, 1931. 
HELD: The transfers covered by the 1915 
family settlement trust did not become ef- 
fective until July 23, 1931, the date of the 
last signature. Since the Joint Resolution 
of March 3, 1931 was then in effect, the de- 
cedent’s transfer took place thereafter and 
constituted a taxable event. Comm. v. Est. 
of Henry, C.C.A.-3, June 11. 


Gift Tax 


Gift tax value of insurance policies. In 
1930 taxpayer transferred to trust certain 
securities and five life insurance policies 





amounting to $500,000 taken out by her on 
her husband’s life. After applying the trust 
income to the payment of premiums on the 
policies, the excess was payable to the tax- 
payer. Taxpayer also reserved the right 
during her husband’s lifetime to revoke the 
trust. In 1939 her husband died. Taxpayer 
admits gift tax liability for 1939 but ar- 
gues that such tax should be determined 
by the terminal reserve values of the poli- 
cies to the date of death, and not on the 
face amounts of the policies, as claimed by 
the Commissioner. The difference in val- 
uation under the two contentions was over 
$391,000. HELD: Death terminated the 
reserved power of revocation. It made the 
gift complete when the policies matured on 
the date of death. The date of death value 
is the face amount of the policy plus post 
mortem dividends, as determined by the 
Commissioner. Goodman v. Comm., C.C.A.- 
2, June 20. 


Value of “blocked” currency determined. 
In 1941 taxpayer, a creditor of a South 
African firm, was a resident alien. He was 
prevented from withdrawing funds against 
the indebtedness by the Emergency Fi- 
nance Regulations imposed by the Union 
of South Africa in 1939. In May 1941, tax- 
payer executed a power of attorney pur- 
suant to which his attorney in South Af- 
rica transferred on December 22, 1941, 27,- 
500 pounds of the indebtedness in trust for 
the benefit of taxpayer’s children and 
grandchildren. Taxpayer reported for gift 
tax purposes a value of $2.00 per pound. 
Commissioner, however, used the value of 
$3.98 per pound, which was the official rate 
for free pounds exchange in this country. 
HELD: Taxpayer’s valuation of the gift is 
correct, since it must take into considera- 
tion the Governmental restrictions imposed 
upon foreign exchange by the foreign coun- 
try. Landau v. Comm., 7 T.C. No. 3 June 4. 


Income Tax 


Loss allowed on sale of inherited jewel- 
ry. Taxpayer inherited a number of valu- 
able pieces of jewelry. Taxpayer never used 
the jewelry personally but was very eager 
to sell same. In 1938, he entered into a con- 
tract with Cartier and placed ten of these 
items for sale on a commission basis. The 
prices at which these pieces were to be sold 
exceeded $450,000. A sale was made in 1940 
for an amount less than the date of death 
estate tax value. Taxpayer claimed the full 
loss thereon on the theory that he was in 
ihe jewelry business, having the jewelry 
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primarily for sale to customers in the ordi- 
nary course of business. HELD: The loss 
was deductible only to the extent of 50% of 
the actual loss as a loss resulting from the 
disposition of a capital ac.et. The Tax 
Court held that the taxpayer was not in 
the jewelry business. Since the question is 
one primarily of fact it is not reviewable 
under the doctrine enunciated in Dobson 
v. Comm., 320 U.S. 489. Reynolds v. Comm., 
C.C.A.-1, May 31. 


Domicile in community property state 
upheld. Taxpayer while domiciled in Cali- 
fornia accepted a position in New York un- 
der a three-year written contract as chief 
executive of certain oil companies in pro- 
cess of consolidation. At the expiration of 
the three-year period he continued on the 
job for five and one-half years because such 
additional time was necessary to complete 
the job for which he was hired. He then 
returned to California. Taxpayer contended 
that he never abandoned his California 
domicile, and that he always had a fixed 
and not a “floating” intention to return to 
his domiciliary abode. The Government, 
however, contended that his application for 
U. S. citizenship and his registration as a 
voter in New York clearly indicated his 
intention to change his domicile to New 
York State. HELD: Based on the evidence, 
the taxpayer’s domicile is California and 
accordingly he is entitled to divide his per- 
sonal services income during his marriage 
and to account for and report only one-half 
thereof separately for tax purposes. Gal- 
lagher v. U.S., S.D. of U.S. D.C., N.D. of 
Calif., May 26. 


For Your Final Authority All Year Through: 


MONTGOMERY'S Eederal Taxes 
on Estates, Trusts and 
‘te moe §=©6 G0 Ftts 1945-46 


of this irreplace- 
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my desk.’’—Craig R. Smith, Asst. Vice-Pres., Central 
Hanover Bank & Trust Co. ‘Maintain unbroken record 
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ment.”—Joseph J. Klein, Klein, Hinds & Finke. 


THE RONALD PRESS COMPANY 
15 East 26th Street New York.10 NY. 





TRUSTS and ESTATES—July 1946 


LC ST 


CONTRIBUTING LEGAL EDITORS 


The following attorneys* are collaborating with Trusts and Estates to pro- 
vide digests of the most pertinent current decisions, in their respective jurisdic- 
tions, affecting fiduciaries. 


ARIZONA: H. L. Divelbess—Gust, Rosenfeld, Divelbess, Robinette & Coolidge, Phoenix 
CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

COLORADO: Hubert D. Henry—Attorney & Counselor at Law, Denver. 
CONNECTICUT: Allan K. Smith—Day, Berry & Howard, Hartford 

DELAWARE: Robert C. Barab—Attorney-at-Law, Wilmington 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 
FLORIDA: Warren L. Jones—Fleming, Jones, Scott & Botts, Jacksonville 

GEORGIA: Furman Smith—Spalding, Sibley & Troutman, Atlanta 

IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
ILLINOIS: R. J. Frankenstein, Jr.—McDermott, Will & Emery, Chicago 

INDIANA: John A. Alexander—Hammond, Buschmann, Roll & Alexander, Indianapolis 
KANSAS: Marlin S. Casey—Counsel, Columbian Title & Trust Company, Topeka 
KENTUCKY: Squire R. Ogden—Ogden, Galphin, Tarrant & Street, Louisville 
LOUISIANA: John M. Wisdom—Wisdom & Stone, New Orleans 

MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 

MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MICHIGAN: Louis F. Dahling—Attorney-at-Law, Detroit 

MINNESOTA: James E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 
MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Young, St. Louis 
NEBRASKA: Frank D. Williams—Cline, Williams & Wright, Lincoln 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-Law, Newark 

NEW MEXICO: See Arizona 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 

NO. CAROLINA: Irving Carlyle—Womble, Carlyle, Martin & Sandridge, Winston-Salem 
NORTH DAKOTA: See South Dakota 
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DECISIONS 


Charities —— Restrictions on Gifts to Char- 
ity —- Rights of Residuary Legatees or 
Heirs 


California—District Court of Appeal 
Estate of Davis, 74 A.C.A. 395. 


Davis died after the effective date of the 
1943 amendment to Section 41, Probate Code, 
which restricts gifts by will to charity to one- 
third of the net distributable estate of a testa- 
tor who leaves a_ spouse, brother, sister, 
nephew, niece, descendant or ancestor. He left 
surviving him a sister, nieces and nephews. 
In paragraph Tenth of his will, made July 10, 
1943, he gave the residue of his estate (more 
than one-third of the net distributable estate) 
to nine charitable and benevolent organiza- 
tions. Paragraph Eleventh of the will provid- 
ed that to the extent the charitable disposi- 
tions might be unenforceable he gave the es- 
tate to his attorney Boyle and one Matthews, 
or the survivor, requesting them to use the 
property so as to carry out his wishes, though 
disclaiming any intent to create a trust or 
other enforceable condition. On petition by the 
executor for instructions to determine who 
was entitled to distribution of the residuary 
estate, the Superior Court upheld the residu- 
ary gifts. 


HELD: Affirmed. Under Section 41, the 
sister, nieces and nephews could take the ex- 
cess over one-third of the estate only on one 
of two conditions, namely, (1) that they took 
the excess under a substitutional or residuary 
bequest in the will; or (2) under the laws of 
succession because of absence of other effec- 
tive disposition. Condition (1) was not ful- 
filled because none of these persons was named 
as a substitutional or residuary legatee. Con- 
dition (2) was not fulfilled because there was 
a valid gift to Boyle and Matthews. There 
was therefore no intestacy. The conditions pre- 
scribed for defeasance of the charitable gifts 
not having occurred, the gifts were good. 


NOTE: This case, which is one of first im- 
pression in California, suggests interesting 
possibilities as to circumventing Sections 41 
to 43 of the Probate Code. In effect the case 
holds that the effect of the statutory restric- 
tions may be obviated by making a valid sub- 
stitutional gift to someone else. By adopting 
the simple device of first leaving the favored 
class of heirs out of the residuary clause, and 
second, inserting other persons as_ substitu- 
tional legatees, the testator managed to by- 
pass the statute completely, giving his estate, 
not to the substitutional legatees, but to char- 
ity. The naming of the substitutional legatees 
becomes a mere form. 


The decision may be a literally correct con- 
struction of the statute. It is to be hoped that 


ad 


the Supreme Court will grant the request now 
pending for a hearing of the case, as the ques- 
tion involved is one of great importance in the 
disposition of estates. 

It is to be noted that this particular testa- 
tor (having only collateral heirs) would not 
have been subject to the statute if he had lived 
six months after making his will (Section 43). 
But the principle of the case would apply in 
any case, where the testator lives thirty days 
after making his will, regardless of whether 
he left only collaterals or more favored kin- 
dred (spouse, child, grandchild or parent). 
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Distribution — Passing of Title to Federal 
Bonds by Right of Survivorship 


California—District Court of Appeal 
Davies v. Doran, 74 A.C.A. 347. 


In 1936, decedent purchased United States 
savings bonds, Series B, payable “to Mr. 
George H. Beach—payable at death to—Mrs. 
Elizabeth B. Davies,” his sister. In his will, 
made subsequent to the purchase, decedent 
specifically directed that these bonds be made 
payable to his wife. In this suit for declaration 
of rights between the sister and the widow. 


HELD: The sister prevailed. The payable 
at death clause is not void because testamen- 
tary. The bonds were issued pursuant to a 
valid federal law, and the regulations issued 
pursuant thereto. 


NOTE: Beach died after the effective date 
of Civil Code Section 704 (Feb. 10, 1943) 
which establishes a statutory rule in accord- 
ance with the holding in this case. The bonds 
in question were, as stated above, purchased 
prior to the 1943 statute. 
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Gifts Subsequent Impoverishment of 
Mortgagor Does Not Invalidate Gift 


New Jersey—Court of Errors and Appeals 
Basse v. Raab, 46 Atl. (2nd) 787. 


Mortgagor paid the balance due on a mort- 
gage on her house, and had the mortgagee as- 
sign the mortgage to her nephew. She did this 
on advice of counsel, upon being informed that 
this act might facilitate a subsequent sale of 
the property. Several years thereafter, the 
nephew entered an agreement not to dispose of 
the mortgage, nor to Claim any interest on it 
during his aunt’s lifetime. In spite of the fact 
that the conditions of the subsequent agreement 
were not violated, an attempt was made to can- 
cel the gift on the theory that it was condi- 
tional. 

HELD: This was not a revocable gift. It 
was not improvident when made. There ‘ves 





proof that the donor had other property. Even 
assuming, but net deciding, that she has now 
become irmpoverished, that is no reason to now 
set aside the gift which was made with full and 
competent legal advice. From what transpired, 
the appellant retained a life estate in the mort- 
gage, with the remainder over to her nephew 
upon the occurrence of her death. 
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Life Tenant & Remainderman — Termina- 
tion of Trust — Application by Owner of 
Both Life Estate and Remainder 


Delaware—Supreme Court 


Crumlish v. Delaware Trust Co., 
46 A (2d) 888. 


Will gave to A a fund of money in trust for 
his life and the remainder thereafter, free 
of the trust. The Trustee asks instructions as 
to whether the fund should be paid out to A 
immediately. 

HELD: Although we follow the majority 
rule (led by Claflin v. Claflin) that enjoy- 
ment of possession may be effectively post- 
poned by a trust prior to payment of corpus, 
the postponement in this case deprives the 
beneficiary entirely of possession since it con- 
tinues until his death. It is therefore repug- 
nant to the principal gift and will not be en- 
forced. The Chancellor should order the trust 
terminated. 

a (Qe 


Powers — Appointment — Absolute Power 
Includes Power to Appoint in Trust Ab- 
sent Clear Showing of Contrary Inten- 
tion 

Delaware — Court of Equity 

Equitable Trust Co. v. James, 47 A. (2d) 303. 
Trustee was directed to convey trust prop- 

erty “in fee simple” as directed by the Will of 

A. A sought to exercise his power by the crea- 


tion of trusts. Suit by trustee for construction 
of the Will. 


HELD: Although a power may be limited to 
the appointment of an absolute interest, the 


0A Virginia institu- 
tion, established in 
1865, with thoroughly 
modern trust facilities. 


First AND MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 
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mere use of “in fee simple” does not overcome 
the practical presumption that a power to give 
an absolute interest includes the power to give 
less. The appointment in trust is therefore ef- 
fective. 
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Powers — Limitations — Privity of Admin- 
istrator or Executor with Heirs 


Oregon—Supreme Court 
Rose v. Russell, 166 Pac (2d) 137 


Suit by widow for a decree declaring heirs 
estopped from interposing defense that plaint- 
iff’s right to recover dower was barred by 
statute of limitations. Plaintiff claims that the 
administrator of her husband’s estate and his 
attorney had told her that the property was 
encumbered, that it was necessary to use all 
the income of the estate to discharge the in- 
debtedness, that no funds were available to pay 
to plaintiff as dower, and that as soon as all 
the debts were paid, plaintiff would be paid 
her dower. While she was waiting, the statute 
of limitations ran. 


HELD: An administrator or executor is not 
in privity with the heirs and, therefore, the 
representations made by the administrator 
and his attorney could not have the effect of 
barring the heirs from interposing the defense 
of the statute of limitations. 


a a () 


Spendthrift Trusts — 
Claim for Alimony 


Income Subject to 


Oregon—Supreme Court 
Cogswell v. Cogswell, 167 Pac (2d) 324 


Suit by divorced wife to impress a lien upon 
funds due the defendant from a trust set up 
by the latter’s mother. Defendant claims that 
the spendthrift trust provision in the trust 
agreement renders the trust funds invulner- 
able to plaintiff’s claim. 


HELD: Affirmed for plaintiff as modified. 
The Court, citing 104 ALR 779, placed Ore- 
gon in line with the majority holding on the 
question. “While there is considerable differ- 
ence of opinion on the question in different 
jurisdictions, in the majority of cases it has 
been held that the income from a trust fund 
was subject to a claim of the divorced wife of 
the beneficiary for alimony.” 


2 (SS —— 


Former Editor Heads Coca-Cola 


William J. Hobbs, one time Georgia legal 
editor for Trusts and Estates, has been elected 
president of the Coca-Cola Company, succeed- 
ing Robert W. Woodruff, who has been acting 
president and who will continue as chairman 
of the executive committee. 





Taxation — Estate & Inheritance — Appor- 
tionment — Jurisdiction of Surrogate’s 
Court Over Nonresident Donees 


New York—Appellate Division, 1st Dept. 
Matter of Buckman, N. Y. L. J., June 6, 1946. 


The testator made inter vivos gifts to per- 
sons who were now deceased and who were non- 
residents having no interest in his estate. The 
testator’s executor sought a judicial settlement 
of his accounts containing a proposed appor- 
tionment of estate taxes against the three 
residuary legatees, who objected to the pro- 
posed allocation and also objected to the pay- 
ment by the executor of that portion of the fed- 
eral estate tax which had been computed in re- 
spect of the gifts. During the hearing of the 
issues thus raised, the Surrogate ordered the 
issuance of a supplemental citation directed to 
the foreign representatives of the nonresident 
estates of the deceased donees, who, following 
service by publication, appeared specially for 
the purpose of contesting jurisdiction of the 
court to adjudicate their liability for taxes un- 
der Section 124 of the Decedent Estate Law 
and impose liability upon them therefor. Their 
challenge to the court’s jurisdiction was over- 
ruled by the Surrogate. 


HELD: The Surrogate’s Court was without 
jurisdiction to impose personal liability. While 
the Surrogate has power to apportion estate 
taxes under Section 124 of the Decedent Es- 
tate Law, the validity of an adjudication under 
that section is dependent upon the acquisition 
of jurisdiction either in rem or in personam. 
Jurisdiction in rem was non-existent for the 
reason that the donees had no interest in the 
estate. Personal jurisdiction was also non-exis- 
tent for the reason that personal service with- 
in the state was not had. So far as the repre- 
sentatives of the donees were concerned, the 
proceding, since they had no interest in the 
res then before the court, was solely one in per- 
sonam in which a personal liability was sought 
to be imposed upon them. Their personal rights 
or obligations could not, therefore, be deter- 
mined unless personal jurisdiction was first ob- 
tained. 

Q-—- ----- 


Wills — Construction — Carelessly Word- 
ed Bequests to Charitable Recipients 


New Jersey—Court of Chancery 
Rowe v. Davis, 47 Atl. (2d) 36. 


The executor sought construction of a para- 
graph in decedent’s will, which had been care- 
lessly prepared by her in her own handwriting. 
Questions arose, first, with respect to the full 
purport of the phraseology employed by the 
testatrix, and secondly, respecting the definite- 
ness of the gifts to certain charitable benefici- 
aries. The language was as follows: “I here by 
give my Executor hereinafter named to sell all 
my stocks—Bond and Money in banks and have 
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it divided equally between Princeton Hospital 
Princeton New Jersey Hospital and home for 
cripple children Home and Nursery school for 
the blind.” 


The above comprised the sole residuary be- 
quest. The’ decedent’s gross estate was com- 
prised of insurance and miscellaneous assets 
aggregating $3,500, in addition to savings ac- 
counts, a safe deposit box, and certain securi- 
ties. Doubts having arisen with respect to just 
what property was to devolve to the charitable 
recipients, as well as the exact identity of the 
third residuary legatee, the Court reviewed the 
Will in its entirety, with an endeavor to con- 
strue the testatrix’ intent, in light of her charit- 
able performances during her lifetime. 

HELD: The term “Money in banks” in- 
cluded sums in the decedent’s safe deposit box. 
The testatrix intended to make a general gift 
of the residue of her estate to the charitable 
recipients named. While the third legatee, 
namely the “Home and Nursery school for the 
blind,” was not property designated, since it 
could be determined that it was meant to be 
included as one of the residuary charitable 
legatees, the gift to it will not lapse. Nor, does 
a gift “lapse if the donee corporation is still in 
existence when the time for vesting arrives, 
even though the corporation meanwhile has be- 
come entirely inactive. It may take the legacy 
but must devote it to some proper corporate 
purpose” within the charitable work encom- 
passed by it. 

a + = () 


George P. Tweed, chairman of the board of 
First and American National Bank, Duluth, 
left an estate estimated at over $3,800,000 
when he died last April. Mr. Tweed left no 
will. 


As our trust business grows it is 
our pleasure to work with an in- 
creasing number of attorneys in 
Estate and Trust Administration, 
for we always refer men and 
women to their own attorneys for 
all legal work in preparing wills 
and trust agreements and expect 
their attorneys to serve as counsel 
in the settlement of Estates. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 
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Wills — Construction — Remainders 


District of Columbia—United States Court of 
Appeals 
Pyne v. Pyne, 154 F. (2d) 297 


Testatrix devised realty to her sister for 
life, then to her daughter for life and then to 
her three sons and the issue of daughter, if 
any, in fee simple, the issue to take one-fourth 
part, and if daughter should die without issue 
then to the three sons, their heirs and assigns 
forever, share and share alike, and in any case 
if the three sons should die leaving a descend- 
ant or descendants, the descendant or descend- 
ants to take the share his, her or their parent 
would have taken had he lived. The Trustee 
under the will of the decedent filed a petition 
in the District Court for instructions as to 
the distribution of the trust funds. 


HELD: Each designated remainderman took 
his vested remainder in fee simple subject to 
be divested in the event of his death leaving 
a descendant prior to death of second life 
tenant and, upon the event of divestment, the 
substituted remainderman took the remainder. 





Wills Probate Delay in Presenting 
Will for Probate Not Renunciation 


California—District Court of Appeal 
Estate of Fiddyment, 168 Pac. (2d) 61 


Fiddyment died in 1939, survived by three 
sons and three daughters. Five years later ap- 
pellant, apparently a son, filed a petition for 
letters of administration, alleging decedent 
died intestate. Two filed objection, alleging 
that decedent left a will naming them execu- 
trices. One executrix testified she knew of the 
existence of the will but thought there was no 
estate to probate. The other did not know of 
the will’s existence. 
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HELD: The failure of the executrices to 
file the will for probate within thirty days, 
as required by Probate Code Sec. 324, does not 
necessarily constitute a renunciation, and is 
not the equivalent of a voluntary renunciation. 
Even if one executrix who knew of the will 
would be deemed to have renounced, the other 
would not be disqualified. The fact that the 
executrices had acquired by gift certain prop- 
erty from decedent prior to her death did not 
necessarily disqualify them as executrices, or 
nullify the effect of their explanation of the 
delay in probating the will. 


—_—_—_U—_————- 


Wills —— Probate —- Testamentary Capac- 
ity and Undue Influence 


Oregon—Supreme Court 
In re: Southman’s Estate, 168 Pac. (2d) 572 


Proceeding in which sister and sole heir at 
law of testator seeks to invalidate will upon 
ground of testamentary incapacity and of un- 
due influence alleged to have been exerted by 
the principal beneficiary under the will. Testa- 
tor was born in Esthonia but lived most of 
his life in the United States. All relatives 
were in Esthonia. Two and a half years prior 
to executing will, testator suffered a fall 
which caused cerebral hemorrhages. There- 
after he suffered further strokes which af- 
fected his mind, but in each instance he re- 
covered. Because of the strokes a guardian 
was appointed to take care of testator’s as- 
sets, and during all of testator’s ‘Illness, he was 
nursed and taken care of by the principal ben- 
eficiary. The beneficiary was around at the 
time the will was made but did not take part 
in its execution or engage in any of the con- 
versation. 


HELD: Decree dismissing the contest af- 
firmed. While testator’s mind had been affect- 
ed by the strokes, still the testimony was con- 
clusive that he was of sound mind at the time 
the will was executed. The appointment of a 
guardian for one who is non compos mentis 
raises a presumption of mental infirmity but 
this guardianship arose because of testator’s 
sickness and not because of his insanity. An 
unnatural will is a circumstance tending to 
support the claim of incapacity. But here testa- 
tor had not considered his relatives in Es- 
thonia of any importance to him for years, 
while his every impulse of gratitude was in 
favor of the beneficiary who took care of him 
during his illnesses. Rule is well settled in 
Oregon that undue influence must operate at 
the very time of the execution of the will. 
There was no evidence of undue influence in 
this case. The fact that the beneficiary was 
present at the time the will was executed was 
a circumstance for consideration, but not con- 
trolling. 





Wills — Probate — Testimony as to Later 
Will — Deceased Witness 


Wisconsin—Supreme Court 
Estate of Sweeney 22 N. W. (2d) 657 


At a hearing upon application for admis- 
sion of a will executed in 1939, heirs of the 
iestator produced as a witness an attorney 
who testified that he had drawn a later will 
(not found after testator’s death, and appar- 
ently lost or destroyed) in which the will of 
1939 was expressly revoked. The attorney 
testified fully as to the contents of the later 
will, Counsel for the proponent of the 1939 
will objected to this testimony on the ground 
of surprise and declined to cross-examine the 
witness until he could investigate and pre- 
pare himself. The court then adjourned the 
hearing and directed that a petition be filed 
for admission of the later will to probate. By 
the time the hearing was resumed, the at- 
torney who drew the later will had died. 
Thereupon the court, holding that the later 
will was duly proved by his testimony, ad- 
mitted this will to probate. 


HELD: The suspension of the hearing until 
a petition for admission of the later will 
could be filed and the two proceedings consol- 
idated was correct practice; but the objection 
to the admission of the testimony with respect 
to the later will at the first hearing should 
have been sustained. At the resumption of the 
hearing such testimony would have been ad- 
missible if the witness had been available, but 
in view of the fact that his death deprived 
opposing counsel of the opportuni‘y for cross- 
examination, his testimony at the first hearing 
could not be accepted by the court and should 
have been stricken. Thus the county court 
had no basis for concluding that the 1939 will 
had been revoked, and that will should have 
been admitted to probate. 


Trust Aids Music 


Charles D. Dawe, conductor of the Cleveland 
Orpheus Male Choir, is now in Wales to study 
and report on how certain especially-designat- 
ed trust funds held by The Cleveland Trust 
Company can best contribute to the revival of 
the National Eisteddfod of Wales, the great 
international musical and arts competitions, 
oldest competitive festival in existence, dating 
back to the 11th century, which were discon- 
tinued during the war. 


Dr. Dawe has been retained by W. R. Hop- 
kins, former Cleveland city manager, and The 
Cleveland Trust Company, co-trustees under 
the trust of the late Edwin S. Griffiths, prom- 
inent local industrialist. Dr. Dawe will report 
on how the sums which the co-trustees allot 
to the national Eisteddfod shall be used as 
prizes to the winners in its literary and music 
competitions, in order to preserve the spirit 
and traditions of those events. 


New Treasury Secretary 


The new Secretary of the Treasury, John 
W. Snyder, is a former banker of demonstrat- 
ed abilities. One of President Truman’s closest 

advisers, Mr. 

Snyder _ believes 

in private enter- 

prise and a free 

economy. With 

the difficult prob- 

lems of debt man- 

agement, fiscal 

policy and tax re- 

vision facing the 

country, it is re- 

assuring to have 

as head of the 

Treasury Depart- 

ment one of Mr. 

Snyder’s calibre. 

His administra- 

JOHN W. SNYDER tien will ke 
watched with considerable interest. We wish 

him well, 
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